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Microsoft 

Gates may be loathed 
but he's essential 
Martin Woif, Page 18 
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German labour 
Super-union plan is la 
bid to avoid beggar 
Page 2 



Car assembly 
Porsches and Ladas 
made side by side 
Page 6 


Future of Mutually 

Societies still face 
an uncertain outlook 

Survey, Pages 11-14 


WO RLD NEWS 

Ciampi seeks to 
reassure doubters 
that Italy is on 
course to join Emu 


Maly reassured fts European partners 
yesterday that rt was on course to 
reduce tta debt. Responding to con- 
cerns that It has not met the criteria 
for Joining the single currency, Italian 
Treasury minister Carlo AzagJJo 
Ciampi said the sale of state enter- 
prises and a declining deficit would 
cut the ratio Of Italy's public debt to 
gross domestic product by three per- 
centage points a year for at least 
three years. Page 20; EU moves to 
harmonise tax on business. Page 3 

BA wins air routes battle 
British Airways won Its fight against 
Virgin Atlantic for the right to the last 
route available under the UK-US avi- 
ation treaty. It means BA can fly from 
London Gatwlck to Denver. Page 9 

Tobacco companies accused 

Professor Karol Slkora, chief of the 
World Health Organisation's cancer 
programme, accused tobacco com- 
panies of putting Into the public 
domain a “whofty misleading Inter- 
pretation” of scientific data in the 
WHO's passive smoking report. - 

Bosnian Serb admits rape 
Bosnian Serb Dragoljub Kunarac 
pleaded guilty at the Yugoslav war 
crimes tribunal in the Hague to rap- 
ing four Musflm women. The rapes. 

In Foca in 1992, were described by 
prosecutors as part of a systematic 
Serb campaign of aaKual assault 
Serbs hand back corpses, Page 2 


Britain probes mad cow disease 
Judge Sir NjchdarPhilHps opened a 
formal inquiry into the UK’s handling 
of BSE or mad cow rflaeawe He was 
granted an extra six months In which 
to report his findings. Pag* 9 

UK refects extradition request 

attain refused to extradite IRA 
bombing suapect^talsfti McABsksy to 
Germany, saying such a move would 
be “unjust and oppressive”. McAlta- 
key, 26^ gave birth to a daughter dur- 
ing the extradltlan proceedings. . 

Berman sokfiere face charges 
Two German aoKSara fW* charges 
after being accused of using Hitter, 
salutes and beating up a recruit who 
reported tfwm. The rnckfants aiJsg- 
ecBy happened in Brandenburg last 
month.. 

Samper poind to win pofl 

The ruling Liberal party of Colombian 
president Ernesto Samper looked ate 
to domtnats Congress again after 
weekend ports. Page 7 

Saudi king admitted to httspitai 

Saudi Arabia’s WngFahd was In ■ 
hospital lest night and may nead 
emergency surgery to remove his gall 
bladder. Pag* 4j Picture, Page 20 

US court hears au pair’s appeal 

Massachusetts* highest court heard 
British au pefr Louise Woodward's 
appeal against a second-degree mur- 
der verdict. Ms Woodward was 
accused of tetany injuring a baby In 
her care. 


BUSINE SS NEWS 

Generate des Eaux 
to absorb media 
group Havas in 
deal worth $6.5bn 


Q6n6rale des Eaux. the French 
conglomerate, unveiled plans to 
absorb Havas in a deal valuing the 
French media company at more than 
FFr40bn fS8.5bn). Page 21; Lex, 
Page 20; Analysis, Page 24 

The Czech government has 
privatised the first of the country's 
big banks with the sale of its 36 per 
cent stake In investfonl a Poetovni 
Banka to Nomura, the Japanese 
Investment bank, for Kc3.03hn 
(S87mJ. Page 25; Observer, Page 19 

Lifts, the London International 
Financial Futures and Options 
Exchange, Europe's largest deriva- 
tives market. Is planning to move to 
fulFtfme electronic trading. Page 21, 
Lex; Page 20; High hopes, Page 30 

ftrtf Motor of the US announced the 
demise of its slow-sailing Scorpio 
model, highlighting the problem 
facing volume carmakers selling 
executive models Into an unsympath- 
etic European market Page 24 

Tin Crisis In east Asia plunged the 
East Astatic Company, the Danish 
diversified International trading 
group* Into an operating loss of 
DKr335m ($48m) last year against a 
1996 profit of DKr151m. Page 27 


hxflui party cldof to quit 

Stamm Kesri said he was stepping 
down as. president of India’s Con- 
gress party after a dismal election 
performance. He suggested Sonia 
Qandhl, widow of lasassinated for- 
mer prime minister RtgV Gendht. 
should take over. 

King warnc of ‘tew for Cambodia 

King Norodom Sihanouk predicted 
that rampant illegal logging - extend- 
ing to national parka and wfidllfe 
sanctuaries - would mean “total 
•ruin* for Cambodia. . 

Cracks in new Hong Konq runway. 

Habtine creeks have appeared in the 
runway of Hong Kong's new airport, 
due to open" tri July. Peg® 5 


Telefonica of Spain Signed a 
wide-ranging affiance with WorldCom 
and MCI of the US under which ft is 
set to takaa.signtficant.stake In 
World Corn's European operations. 
Page 24; Observer, Page 19 

Fortte, the Betgo-Dutch financial 
services group, is buying John Aldan 
Financial Corporation of the US for 
$ 60 Gm to create a group and Indlvfd- 
uai health fosuranca busi n ess with an 
annual turnover of S2bn. Page 22 

GSM-IndiislriebetBngDigs, the 

German investment group, made a 
Sch5.25bn ($400m) cash offer for a 
67 per cent stake hi Steyr-Daknler- 
Puch, toe Austrian vehicle and 
engineering group. Page 24 

Volkswagen, Europe's biggest 
carmaker, bowed to shareholder 
pressure when it cancefled half a 
share offering that could have raised 
more than DMBbn ($3 Jbn>. Page 21 

Lufthansa of Germany and United 
Airlines of the US continued to build 
their wab of worldwide alliances by 
announcing a tie-up with AS Nippon 
Airways of Japan. Page 6 

Zurich Group, the Swiss Insurance 
and financial services company, says 
ft has completed the first sale of 
Insurance-linked bands tied to this 
year's US hurricane season. Page 22 

EnsktMa Securities, the corporate 
finance arm of Skandlnavtaka 
Enskflda Banker, is considering forg- 
ing International alliances to defend 
its market share. Page 24 

GEA of Germany, the world's second 
too d processing equipment maker, 
signalled It was emerging from dlffi- 
culttes with a 52 per cent Increase In 
net Income far lost year. Page 25 

Telecom Itafia is sot to consolidate 
Kb role as Spain’s second major 
operator with a key Madrid cabling 
franchise. Page 25 

Honda is returning to Formula One 
motor racing after an absence of 
more than five years. Page 26; 
Observer, Page 19 


Wortd Equity Markets 

The latest trends and data from more 
. than 50 national markets at a glance 
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West agrees 
credit and 
arms embargo 
on Milosevic 


Contact Group sanctions aim to stop 
Kosovo becoming a second Bosnia 


By David Buchan In London 


Western powers agreed yesterday 
to impose immediate arms, credit 
and visa sanctions on Yugoslavia 
to press Slobodan Milosevic, its 
president, into halting his crack- 
down on ethnic Albanians in 
Kosovo. 

The strong action plan by the 
six-nation Contact Group, which 
also includes offers to mediate, is 
aimed at preventing the Kosovo 
crisis developing Into another 
Bosnia ar>d spreading to Raritan 
neighbours. The Contact Group 
was fanned to deal with Bosnia 
after a feeble international 
response allowed the crisis there 
to slide into all-out war. 

After the foreign ministers of 
Bri tain, the US and Germany 
appealed to Moscow over the 
head of the junior Russian minis- 
ter sent to yesterday's London 
meeting. Russia agreed to join in 
efforts to Impose a United 
Nations arms embargo on Yugo- 
slavia - consisting of Serbia and 


Montenegro - and to deny it 
equipment for Internal repres- 
sion. Russia is Serbia's largest 
arms supplier and recently 
signed a Ji^bn arms deal with it 

The US, Britain, France, Ger- 
many and Italy also agreed to 
halt government credit to Serbia, 
including for privatisations there, 
and to deny visas to those 
responsible far r ep ressi on in Kos- 
ovo. The measure is not retroac- 
tive. Lamberto Dini, Italy’s for- 
eign minister, said it would not 
affect Telecom Italia’s purchase 
last year, with OTB of Greece, of 
a stake in the Serb telecoms oper- 
ator. 

Russia said it would adopt the 
same measures it by the next 
Contact Group meeting an March 
25, Mr Milosevic had not eased 
the crackdown in Kosovo and 
started a dialogue with the ethnic 
Albanians. 

In the event of Mr Milosevic's 
continued recalcitrance, the five 
western countries have already 
agreed to freeze foreign assets of 


US secretary of state Madatokw Afafght talks to EU commissioner Hans Van der Brook at the Contact Group meeting 
bi London yesterday. She wpre ea ed 'strong deter mi nation to follow through on san cti ons 1 . Rctue Reuters 


the Yugoslav and Serb govern- 
ments. Most of their foreign 
assets, in feet, lie frozen already, 
pending a settlement of the ter- 
mer Yugoslavia's liabilities. 

In its statement, the group 
stressed its apposition to the 
Kosovar Albanians pursuing 
independence, particularly 
through terrorism, and called 
instead for them to be given 
self-rule within Yugoslavia. 

But it came down hardest on 
the Serb army and police use of 
force against peaceful demonstra- 
tors in Pristina, Kosovo’s main 
city. It expressed alarm about 


allegations of "extra-judicial kill- 
ings”. It called on the Hague tri- 
bunal investigating war crimes in 
the rest of the former Yugoslavia 
to extend its Inquest to Kosovo. 

“The violent repression of non- 
violent expression of political 
views is completely indefensible", 
said Robin Coeds, the UK foreign 
secretary who convened yester- 
day’s meeting. 

The Serbian authorities yester- 
day handed over 51 corpses of 
ethnic Albanians, including 25 
women and children, killed by 
security forces last week in an 
offensive against suspected rebel 


strongholds in Kosovo. Felipe 
Gonzdlez, former Spanish prime 
minister, said he would accept 
the Contact Group’s proposal 
that he mediate in the Kosovo 
crisis provided Serb authorities 
accepted and let him in. 

The Contact Group is also to 
hold consultations with countries 
neighbouring Kosova Madeleine 
Albright, the US secretary of 
state who pushed for immediate 
action . against Belgrade, 
expressed "strong determination 
to follow through on sanctions". 


Reports, Page 2 
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Reed Elsevier and Wolters abandon deal 


By John Capper in London 
and Gordon Cramb to Amsterdam 


An attempt to create the largest 
specialist publishing company in 
the world failed yesterday when 
the planned $33.4bn merger of 
Wolters Kluwer and Reed Elsev- 
ier was abandoned in the face of 
objections from European regula- 
tors. 

The merger, which was 
proposed five months ago, col- 
lapsed after Reed Elsevier, the 
Anglo-Dutch company, rejected 
an attempt by Wolters of the 
Netherlands to renegotiate terms. 
The share prices of the compa- 
nies dropped sharply on the 
news. 


The deal foundered after the 
European Commission made It 
dear that the companies would 
probably have to sell off a range 
of specialist publishing 
operations for the deal to be 
cleared by its competition direc- 
torate. 

The greater proportion of the 
tax, medical and Law titles that 
would have bad to be divested 
would probably have come from 
Wolters Kluwer’s portfolio. This 
led to its telling Its partner this 
weekend that it wanted to rene- 
gotiate. 

Analysts said the collapse of 
the merger could lead to Reed 
Elsevier - which la owned by 
Reed International of the UK and 


Elsevier of the Netherlands - 
seeking another big merger with 
a publishing group in the UK or 
Europe. 

Nigel Stapleton, co-chairman of 
Reed Elsevier, which sold IPC, 
the consumer magazines group, 
for E860m in January, said its bal- 
ance sheet was now “under- 
geared" but that it had no plans 
to seek a merger with another 
big publisher. 

**ThiB was not a must-have 
deal, although It was an 
extremely desirable one. We are 
getting bads to business as usual, 
which is an extremely well 
understood and tried one, and 
neither side is in any way dam- 
aged,” he said. 


Hie two sides said in a state- 
ment that Reed International and 
Elsevier had concluded that “the 
si gnificant changes to the merger 
terms" being sought by Wolters 
would make the merger “unat- 
tractive” to their shareholders. 

Caroline Vogelzang. a Wolters 
Kluwer official, said that the 
company had “underestimated 
Brussels”. 

She Said the list of potential 
divestments would have made it 
Impossible to achieve the 15 per 
cent annual earnings growth it 
had projected. 

“We went back and said we 
needed to renegotiate our share 
of the cake in a larger entity,” 
said Ms Vogelzang. 


Under the share wpj^Tigp plan . 
Wolters shareholders were to 
have gained only a 27.5 per cent 
interest in the combined group. 

These terms were not in any 
event being viewed by analysts 
as generous, and in Amsterdam 
yesterday Wohers shares initially 
rose 2 per cent on the news. 

However, they fell back to 
close FI 350 lower on the day at 
FI 308.10. 

Shares in Elsevier were worse 
hit, dropping F 13.10, or &2 per 
cent, to F134£Q, while shares in 
Reed International closed 64 per 
cent down at 620 p. 




Lex, Page 20 

Too big to survive, Page 28 


Lockheed deal faces 
anti-trust challenge 


By Cfirfstnpftar Partes in 
Los Angeles aod Bruce Bark 
to Wa shin gt on 


Completion of the $11.6bn merger 
of Lockheed Martin and Northrop 
Grumman was disrupted at the 
weekend by an unexpected last- 
minute challenge .from US anti- 
trust regulators. 

The partners said yesterday - 
less than a month before the 
deal’s expected closure - that the 
Department of Justice was “ftm- 
damentally opposed" to the link. 

No details of the objections 
were disclosed but they appeared 
rigorous enough to derail the 
plan to consolidate Lockheed's 
position as the world's biggest 
defence contractor. 

“If the companies’ efforts to 
resolve the D^Ts concerns are 
not successful, it is anticipated 
the government will move to 
block the transaction," said 
Vance Coffinan, chief executive 
of Lockheed, and Kent Kresa, his 
Northrop counterpart, in a joint 
statement 

They would “vigorously 
oppose" any such attempt The 
link would save the new com- 
pany $lbn a year - economies 
which would be passed on to the 
government, they added. 

The justice department said 
negotiations would continue. It 
said its role in merger talks was 
to “promote competition, protect 
consumers, and preserve innova- 
tion". 

The setback caught the pro- 


spective partners and Wall Street 
off guard. Northrop’a stock tum- 
bled more than 10 per cent in 
morning trading. Lockheed 
shares fell about 2 per cent. 

Speculation about the disrup- 
tion focused on the strength of 
the new group in electronic war- 
fare. 

It was possible that highest 
level, last-minute objections had 
been raised in the Pentagon. 

John Hamre. deputy defence 
secretary, Is believed to have 
joined meetings on Friday to 
review effects of the merger on 
the electronics market. The com- 
panies said the meetings were 
requested by the regulators. 

Until then, the industry expec- 
ted a conclusion this month an 
condition that the companies dis- 
posed of defence electronics inter- 
ests worth up to $300m in sales. 

But the federal government, 
which has promoted consolida- 
tion in the aerospace industry for 
nearly 10 years and raised no 
substantial objections to any of 
the 20-odd mergers by Lockheed 
in that time, appeared to have 
raised the bar substantially. 

What the companies described 
as the regulators' “fundamental” 
opposition suggested serious 
objections. 

Observers said that alter 
restructuring and Boeing’s recent 
takeover of McDonnell Douglas, 
the US was left with two substan- 
tial airframe manufacturers. 


lex, Page 2D 
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Serbs hand back Kosovar corpses 


By Guy Dinmore to Pristina, 

Serbia 


Serbian authorities 
yesterday handed over 51 
corpses of ethnic Albanians, 
including 25 women and 
children, killed by security 
forces last week in a major 
offensive against suspected 
rebel strongholds In the 
southern province of Kos- 
ovo. 

Despite dear evidence that 
many of those killed were 
civilians, state controlled 
media insisted that the dead 
were “terrorists" from the 
Kosovo Liberation Army, a 
shadowy rebel group fight- 
ing for independence from 
Serbia. 

Kosovar survivors of the 


attack on the village of 
Prekaz allege police executed 
unarmed men who were flee- 
ing with their families. The 
village was attacked by inte- 
rior ministry troops and 
tanks last Thursday, but a 
government spokesman said 
the general anti-insurgent 
operation was continuing. 

Police allowed a photogra- 
pher from the local indepen- 
dent newspaper. Koha 
Ditore, to take pictures of 
the bodies laid out in a fac- 
tory in the town of Srbica. 
near Prekaz. Foreign jour- 
nalists also saw the corpses. 

Among them were 12 chil- 
dren, aged from about four 
to 13, as well as 13 women 
and four elderly men. Nearly 
all the dead bore head 


wounds, raising suspicion 
among Kosovars that some 
had been executed. 

Local officials said 22 of 
the dead were from the Jas- 
hari clan, a large family 
which lives in the village, 
and included Adem Jashari, 
suspected of being a leading 
supporter of the rebel army. 

Bosko Drobnjak. Belgrade 
official spokesman in Kos- 
ovo. explained the deaths of 
some of the civilians by acc- 
using Adem Jashari of kill- 
ing bis own wife and 
nephew. 

Serbia's crackdown on 
rebel bases in the Drenica 

area of central Kosovo has 
claimed the lives of at least 
77 ethnic Albanians since 
February 28 in the most bru- 


tal episode in the troubled 
province since the second 
world war. 

Ethnic Albanians, who 
make up 90 per cent of the 
province's 2 m people, over- 
whelmingly demanded inde- 
pendence in a referendum 
held in 1991 which was 
declared illegal by Belgrade. 

M We are dealing here with 
a massacre ordered by the 
top authorities, H said Veton 
Surroi. editor-in-chief of 
Koha Ditore, condemning 
Slobodan Milosevic, the pres- 
ident of federal Yugoslavia. 

Serbian authorities gave 
families a 24-hour deadline 
to collect the bodies and 
bury them. An atmosphere 
of terror reigns in Srbica 
where, according to aid 


agencies, three ethnic Alba- 
nians have been killed by 
police snipers since Thurs- 
day. Villagers also say some 
are being held hostage, pos- 
sibly by paramilitary units, 
in a former munitions fac- 
tory in Srbica. 

Nazmi Jasbari. a Kosovar, 
was carrying his mother 
Bah tie to safety from Prekaz 
when police caught him. 
said Syleme Jashari. a fam- 
ily member. “The police said 
to her 'look how we execute 
your son' and they shot him 
in the neck and back." 

Tens Of thousands of eth- 
nic Albanians marched 
through Pristina yesterday, 
de manding an end to what 
they called “Serbian terror” 
and “ethnic cleansing". 


Police attacked a similar 
demonstration last Monday 
but this time did not inter- 
vene. But Chris Wenner of 
ITN. a British cameraman, 
was badly beaten by t~ 
Serbs after he filmed one 
them kissing a pistol 
as he watched the march 
pass by. 

The demonstrators also 
chanted the name of Ibrahim 
Rugova. the “president" of 
the Republic of Kosovo, 
which Belgrade refuses to 
recognise. 

Many Albanians fear that 
after the atrocities of the 
past week Mr Rugova will 
find less support for his paci- 
fist policies and that more 
Kosovo Albanians will 
driven to take up arms. 


be 


Violence fear 
keeps UN 
in Macedonia 


By Kerin Hope In Albeits 


Three months ago the 
international community 
decided the role of United 
Nations peacekeepers in 
Macedonia was coming to an 
pnd. The smallest and poor- 
est of the former Yugoslav 
republics appeared to have 
cemented its existence as an 
independent state and won 
grudging acceptance from its 
neighbours. 

But the eruption of vio- 
lence in Serbia's province of 
Kosovo - and fears that Mac- 
edonia could serve as a gate- 
way far the conflict to move 
into other nearby countries 
- has put the UN force in 
the spotlight. 

Kofi Annan, the UN sec- 
retary-general, has said he 
may ask the Security Coun- 
cil to extend the mandate of 
the 750-strong United 
Nations Preventive Deploy- 
ment fUnpredep) force, due 
to expire on August 30. 

The US, which has a 350- 
member battalion of peace- 
keepers based outside 
Skopje, the Macedonian capi- 
tal, is willing to propose that 
the force should stay on, 
according to UN officials. 
The US peacekeepers patrol 
Macedonia's disputed fron- 
tier with Serbia, while 
troops from four Nordic 
countries monitor the border 
with Albania and Kosovo. 

Calm prevails for the 
moment along the border 
with Kosovo, after a crack- 
down by Serbian police on 
the province's restive Alba- 


nian population, which 
left more than 50 dead. 

UN peacekeepers from Fin- 
land have Increased their 
presence along the Kovoso 
sector of the frontier and a 
UN civilian police contin- 
gent is carrying out 
round-the-clock patrols. 

A UN official in Skopje 
said yesterday: “It's business 
as usual People are travel- 
ling to and from Kosovo at 
both border crossings. 
According to our observers, 
there’s no change at aH." 

The fear is that a massive 
influx of Albanian refugees 
from Kosovo could trigger a 
violent confrontation 
between Macedonia's Slavs 
and Albanians, and possibly 
ignite a. broader conflict in 
the south Balkans which 
could draw In Greece and 
even Turkey. 

Ethnic tensions already 
run high in Macedonia, 
where the Albanian minority 
officially makes up 23 per 
cent of the population but 
claims to represent over 30 
per cent. The Slav-led gov- 
ernment, which includes 
several moderate Albanians, 
says it wants to build a mul- 
ti-ethnic state with minority 
rights respected. But Alba- 
nians complain they are rou- 
tinely treated as second-class 
citizens. 

Underlying intercom- 
munal tension exploded into 
violence last summer, when 
four Albanians died in vio- 
lent clashes with Macedo- 
nian riot police in the town 
of Gostivar. 



Russian 
key to 
sanction 
efficacy 


By David Buchan, 

Diplomatic Editor, in Loudon 


On guard: A UN patrol on the border between Macedonia and Albania Picture: Kevin Done 


Kiro Gligorov, the Macedo- 
nian president, pledged that 
if the police were found to 
have used unnecessary vio- 
lence they would be pun- 
ished- But a parliamentary 
commission due to report 
last December on the Gosti- 
var riots has still not pres- 
ented its findings. 

Last week more than 
15,000 Macedonian Albanians 
staged a demonstration in 
the centre of Skopje to pro- 
test a gains t the killings of 
Albanians in Kosovo. Scuf- 
fles broke out between dem- 
onstrators and supporters of 
Vmro, the Macedonian 
nationalist party, and a Ser- 
bian flag was burned. 

The challenge to the 80- 
year-old Mr Gligorov's 
authority has mounted as 
younger and more hardline 
politicians, led by Immi- 
grants from Kosovo, gain 
support among dissatisfied 
Albanians. 

The radical leader of the 
Democratic Party of Alba- 
nians, Arben Dzaferi, has 
called in the past for auton- 
omy for the Albanians of 
Macedonia. 

Some hardliners propose 
that the minority, which is 
concentrated in towns and 
villages in western Macedo- 
nia. should follow the exam- 


ple of the Kosovo Alb anians 
and live separately in a par- 
allel state. Few are willing to 
rule out the long-term goal 
of a Greater Albania which 
would unite all Albanians in 
a single state. 

Mr Gligorov has suggested 
that if Albanian refugees 
start pouring in from Kosovo 
they should be directed 
immediately to a "corridor'' 
in western Macedonia and 
across the border into 
Albania Itself. This sugges- 
tion has met with hostility 
In Tetovo and Gostivar, the 
main Albanian towns. 

An Albanian businessman 
said yesterday: “Many if not 
most Albanian families in 
Macedonia have relations in 
Kosovo. We would never 
stand by and let them be 
pushed across the border 
lilcn sheep." 

Mr Gligorov's ability to 
keep Macedonia out of the 
wars of the Yugoslav succes- 
sion and build a stable rela- 
tionship with suspicious 
neighbours such as Bulgaria 
and Greece has earned him 
strong support from the US 
and western European lead- 
ers. 

He has been lobbying hard 
to prevent a UN pullout from 
Macedonia on the grounds 
that many of the problems 
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facing the fledgling republic 
when Unpredep arrived in 
1992 are still unresolved. 


The force, the first UN 
mission ever to have a pre- 
ventive mandate, was 
intended to deter Serbia 
from forcibly re-uniting Mac- 
edonia with the remnants of 
the Yugoslav republic. 


For the past year, the UN 
troops have acted as a buffer 
against violence spilling 
over from Albania's descent 
into anarchy after the col- 
lapse of fraudulent pyramid 
savings schemes. Observers 
on Macedonia's frontier with 
Albania still report sporadic 
shooting on a daily basis, the 
UN official said. 


Proof of tbe value of 
yesterday's agreement to 
impose sanctions on Yugo- 
slavia lies in whether it 
causes President Slobodan 
Milosevic to stop repressing 
e thni c Albanians in Kosovo 
and start negotiating auton- 
omy for them. 

But the chances of sanc- 
tions working were consider- 
ably strengthened when Rus- 
sia, the biggest arms 
supplier to the rump Yugo- 
slavia that has Serbia at its 
core, joined its five Western 
partners in the so-called 
Contact Group in supporting 
a United Nations arms 
embargo on Yugoslavia and 
denying equipment that 
could be used for internal 
repression. 

Getting even partial Rus- 
sian backing took a struggle. 
Western foreign ministers 
knew they would not get an 
easy ride when Russian for- 
eign minister Yevgeny Pri- 
makov, only sent his deputy, 
Nikolai Afanasievsky. 

But after an ajoumment 
when Mr Primakov was tele- 
phoned by Robin Cook, UK 
foreign minister, Madeleine 
Albright, the US secretary of 
state and Klaus KinkeL the 
German foreign minister, Mr 
Primakov gave in. 

Asked about foe future of 
Russia's recent deal to sell 
Yugoslavia $1.5bn worth of 
arms, including Mi24 heli- 
copters, Mr Afanasievsky 
said it would depend on foe 
UN Security Council. 


Business leaders set to boost Kohl’s support 


By Ralph Atkins in Bonn 


Germany's business leaders 
will today offer Chancellor 
Helmut Kohl powerful 
ammunition in his battle for 
re-election ■ in September, 
with a declaration of support 
for his economic policy. 
They will also launch a 
barely-veiled attack on Ger- 
hard Schroder, Mr Kohl’s 
Social Democratic chal- 
lenger. 

A joint declaration by tbe 
four main employers’ organi- 


sations will say the direction 
of the government reform 
programme is “right and 
necessary”. It will praise 
measures already imple- 
mented and urge the re- 
introduction of tax proposals 
blocked last summer by the 
opposition-dominated Bimd- 
esrat, foe second parliamen- 
tary chamber. 

The declaration will be 
released today at a meeting 
in Munich today with the 
German industry associa- 
tion, foe German employers 


federation, the German 
chambers of industry and 
trade and the association of 
German craft industries. 

In a reference to Mr Schro- 
der's SPD, the four organisa- 
tions will warn that policies 
“which go back on what has 
been achieved - and. above 
all, reverse recent social 
security reforms - will 
deepen structural problems, 
hinder investment and 
destroy jobs". 

Tbe statement underlines 
foe difficulties faced by Mr 


SchrOder despite the SPD's 
euphoria at a local 
election victory last week in 
Lower Saxony, bis home 
state. 

Mr Schroder has sought to 
present himself as pro-busi- 
ne ss, b ut since his selection 
as SPD chancellor candidate 
he has mooted reversing 
changes introduced by Mr 
Kohl to German sick pay leg- 
islation and to state pen- 
sions. Mr SchrOder also said 
any new tax reform should 
be revenue neutral. 


Yesterday foe SPD leader- 
ship added passages to its 
draft economic programme 
stressing the importance for 
job creation of shorter work- 
ing hours. 

But Mr Kohl has drawn 
comfort from the SPD's 
embarrassment after a 
Green party conference at 
the weekend which opposed 
foe deployment of German 
forces abroad and backed 
raising petrol prices to DM5 
($2.80) per litre over a 
decade. Tbe Greens are 


likely coalition partners of 
foe SPD. 

However, a rebellion 
among Mr Kohl's own coali- 
tion partners, foe Free Dem- 
ocrats, over measures to 
allow foe controlled use of 
bugging devices, has discom- 
forted foe government itself. 
Senior allies of Mr Kohl 
warned that a repetition of 
such dissent would signal 
the end of foe coalition. But 
the FDP leadership yester- 
day played down tbe pros- 
pect of a further revolt. 
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Bonn reports production, 
rise for third month 


Germany's industrial production rose for January rose by twetfr, _ . 
more than expected, providing fresh evidence of a aignificsTt 
pick-up in economic activity. Production was 2.1 per. cent higher 
than the previous month, the economics ministry said. The . 
Increase followed a seasonally-adjusted rise of 0.2 jmt cent, i? ' _ 

December and a fall of 0-3 per cen * ^ November. ■ : .• 

The latest figures showed particularly strong growth.ln eastern ; 
Germany, where production jumped 7.0 per cent after having •• , _ ; 
fallen by 4.6 per cent in December. They rai sed hop es that eco- 
nomic growth tWs year will be driven by investment In machinwy 
as well as by exports. 

Powering the latest rises In both eastern and western Germany 
was strong growth in manufacturing production, especially capital 
goods. But the building industr y, help ed by mild weather, was 
also relatively buoyant Ralph Atkins, Bonn 


EMU LAW SUIT 


Court to rule next month 


Germany's Federal Constitutional Court said yesterday that It •. 
aimed to decide by the end of April whether to hear a complaint ; 
by four academics who believe the European Union's scpnomlc- .- 
and monetary union (Emu) should be postponed. 

A decision to hear the case could theoretically upset the time- . 
table for the launch of the single currency, as it could lead to an 
Injunction preventing the German government from acting while • . 
the case is being heard. The EU Is due to decide In May which •• 
members will be in the first wave to sign up for Emu, scheduled .. 
to go into effect on January 1. • - 

A spokesman said the court had asked the government both 
houses of the federal parliament, the Bundesbank and the.federal 
states to submit responses to the complaint Reuters, Karlsruhe 


CZECH DEFENCE 


MPs expected to vote for Nate 


Mlehal Lobkowkrt, Czech defence minister, said yesterday he 
believed parliament would ratify Nato membership before the 
general election expected In June. 

Mr Lobkowicz said he did not agree with the opposition Social 
Democratic party that a referendum was necessary. “I am almost 
sure that we will ratify It In this parliament," he said. 

The caretaker government has agreed to rule until an early 
election, after which the Social Democrats are expected to 
emerge as the strongest party. 

The Czechs, along with the Hungarians and Poles, have been •/. 
invited to join the alliance and are expected to become members 
in April 1999. All candidate and member countries' parliaments 
must ratify enlargement However, opinion polls indicate far tower 
levels of support In the Czech Republic than in tha other two . 
countries. The latest poll put support at 59 per cent; compared 
with below 50 per cent in 1997. Reuters, Prague 


OIL PRICE FALL 


Norway revises forecast 


The Norwegian government yesterday said its forecast budget 
surplus of NKi69.3bn ($9.1 bn) would be revised downwards this 
year after the sharp fall In oil prices. 

Norway, the world's second largest ofl exporter after Saudi 
Arabia, has seen cB prices fall from NKr125 a barrel last Novem- 
ber to about NKiiOO. Gudmund Rested, finance minister, 
stressed that there would stiU be a “considerable budget surplus” 
this year. Tim Burt, Stockholm 


WAR CRIMES 


Nazi probe ‘hampered 1 


German efforts to track down former Nazis who receive govern- 
ment disability payments have been hampered by other countries' 
failure to co-operate, the Simon Wiesenthal Centre said yester- 
day. 

Only the US and Britain have complied with a German Ministry 
of Labour request to Justice officials in 11 countries to cross-ref- 
erence their records with German lists of pension recipients,, 
according to Shimon Samuels, the centre's European 

director. 

Mr Samuels said Italy, France, Argentina, Belgium and Luxem- 
bourg had failed to co-operate. 

Germany decided last November to stop Usability payments to 
veterans of Adolf Hitter's army who committed crimes "against 
the rule of law or against humanity." The law also applies to fam- 
ily members of the veterans’ families. 

Based on the lav/, Germany Is now examining lists of 996,000 
people who receive the pensions, inclucfing some 33,000 outside 
Germany, and comparing them with the Wiesenthal Center's Hst. 
of suspects The centre has said it hopes the effort wffl lead to 
the identification of thousands of war criminals it Is seeking; . 
Associated Press, Bonn 


BUSINESSES FOR SALE 

‘Club Med 

’ mar 

kets 1 

boom in run-up 1 

to 1 


Appear every Teesday, Friday and Saturday. 

For farther Information, or to advortiae Id this section, pteaao contact 
Marlon Wodderbarn on +44 0171 873 4874 


The Bank 

that’s 142 years 
young 


FTVA.M3.tL TIMES 

PcKaiwl K The Fnnasul Tans lEunwci 
CteJ"H. N’itwlxTpen plaLr J. HU 18 Frank- 
r=-i Vbjn. Germain Telephone 
£ > I** F« W» !*• «Jtl . Repre- 

tr. Frankfurt fc* J. Wallet Brand. 
»Lhet. J. BrskL Coin A KmauJ as 
Gcvhi'u: Jmer and t> Lradoo h Data! 
C M. Bcm. Cbsnsaa and Alan C Miller. 
r*7Wy Human The shareholder uf the 
FsMnsil react lEcrupcl GmbH a ten- 


wr. Oimeit Holdings Limited. 3 Butbne- 
wii Gi:£ui. Liitutan. WIX !LE. 


BANvlUEjhGUET. & C1E SA. 


esmr* 

RU W RHfaZ ITU 

ran 

HI: (HI IE S|| AW 


LAISAIIE 
nxm-cRMP-aiLttii 
ts. ,*«;»« sis »» 
IAS. (—41 211 SR) 10 » 


tI»D0t.l(S-IU<l} 
«n H U HATH !« 

TO. 

ra 


5Sar±»\de rf Aii atnpar.y n Pcnwn 
pk. reesfered a! the same iddros 
GERMANY; 

top ga sMc ft* Advcttuns anted. CMa 

■V Kensx-d. Passer: Hionvn ImcRUbraal 
VgltpgodMaft nhH. Adsual-Rnun- 
dah> Siraxx Ja. WftJ Mu htnNirp ISSN 
Rftpmtihle Ediloi. Richard 
L asdes. &• The F maoeal Tone, Limed. 
Number Qoe Soutbvari Bndae, Loodra 
SEl^HL 
nUNCE 

Pstidssz Director: p. Mnawjju. 4! Rut 
L* Bocue. -HMi PARIS Tdeptww lEls 
.rt F2J4. Fu id! I 5?T8 $2S. Prater 
S A Ertair. 1571 Rue dr Ca,rc, 
F-J*:' 71 Rwibtu Cede* l Edaor. RkJuxd 
; L as*e!t. IS SN iU lurS?. Cammuujn 
j Par tare Nn h’RTKD 
i SWEDEN: 

i Pu&rJier. Hash Canto 4»4 

l 4! s 6P8i. Priaftr: AB KullflidDiiiffi] 
j Ltpittva PO Bos «»:. v«'n vft. 
[ Jrel.'srr 

C Tfcj Financial Tsars Limned 
Edser R Jaxd Lanhert, t'o He FawasaJ 
first Ll-jIcJ. Nisthr One Sttzbeark 
fcdgt Snbaffl 'ML 
R 


Enthusiasm for shares in “peripheral" exchanges has increased as the convergence 
requirements restrain interest rates, report Emiko Terazono and Wolfgang Munchau 



Preparing 
for Emu 


In European financial 
circles, tbe stock markets in 
the “Club Med" countries 
have traditionally been 
viewed as inferior invest- 
ments to the core bourses in 
France and Germany. 

Over the past few months, 
however, there has been a 
remarkable change in atti- 
tudes. Buoyed by falling 
interest rates and corporate 
merger expectations, stock 
markets in Spain and Italy 
have posted gains of more 
than 20 per cent since foe 
start of the year. 

Although European mar- 
kets in general have been 
strong, helped by the Aslan 
financial crisis and expecta- 
tions of firm corporate com- 
ings. the "peripheral" mar- 
kets have zoomed ahead of 
their German and French 
counterparts. 

The main factor has been 
the lowering of interest rates 
as countries attempt to 


achieve foe convergence of 
short-term interest rates 
required for membership of 
the European economic and 
monetary union (Emu). That 
has led to a Tall in bond 
yields in countries which 
have traditionally been infla- 
tionary. 

In Italy, for example, long 
bond yields have fallen from 
10.9 per cent in 1994 to 5.3 
per cent. This compares to a 
decline in German yields 
from 7.7 per cent to 4.9 per 
cent over the same period. 
European yields are converg- 
ing around German rates 
and in some countries inter- 
est rates remain low even 
though foe economy is grow- 
ing. 

"We haven't come across 
anything like this in Europe 
before," says William 
Davies, director ol European 
investments at Threadneedle 
Asset Management 

The anticipation of a wave 
of mergers and acquisitions 
has further fuelled enthusi- 
asm for shares. There arc 
signs of an Increase in 
merger activity among cor- 
porations looking for oppor- 


tunities within traditionally 
protected sectors. “We're 
now talking about European 
companies in relation to 
their sectors rather than 
their countries.” says Jer- 
emy Tigue. manager of For- 
eign St Colonial's Investment 
trusts division. 

As a result. European fund 
managers have increased 
funds allocated to domestic 
equity markets. According to 
a survey by Reuters. Euro- 
pean funds last month 
increased holdings in Euro- 
pean markets to 39.7 per 
cent of their global equity 
portfolios, a rise of 2,5 per- 
centage points since Janu- 
ary. Tbe bulk or the 
increased Investment was in 
smaller markets such as 
Spain and Italy. 

With short-term interest 
rates yet to be aligned, ana- 
lysts expect the support for 
equities to continue. In 
Ireland, a country with a 
booming economy, 
short-term rates are 6.75 per 
cent, compared with a pre- 
vailing rale of .1.3 per cent in 
Germany and Franco. Rates 
In Spain, Portugal and Italy 


are above the average for 
Germany. France and the 
Benelux countries. 

Interest rates may remain 
low if prices begin to con- 
verge as a result of Emu. 
Julian Callow. European 
economist at Dresdner Klein- 
wort Benson, says substan- 
tial price differentials exist 
across core and peripheral 
EU countries which are 
bound to narrow under a 
single currency with price 
arbitrage. “Pharmaceuticals 
and auto prices are most at 
risk from price convergence. 
Emu will be highly disinfla- 
tionary for high-cost, high- 
price economics such as Ger- 
many, forcing foe European 
Central Bank into an easy 
monetary policy.” 

The boom could turn into 
a bust after monetary union, 
when governments and 
national central banks will 
no longer have the ability to 
raise interest rates. Eco- 
nomic conditions in Ger- 
many will exercise a signifi- 
cant influence. While the 
current gloom is leading to 
lower interest rates in foe 
peripheral countries, a Ger- 
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man economic recovery will 
probably lead to a rise. 

Although this would be 
good for economic manage- 
ment. it could he lethal for 
the peripheral markets. 
"People could be. looking 
back at a TSuro boom'," says 
Trevor Greetham. global, 
strategist at Merrill Lynch in 
London. “But" there could 
also be a 'Euro bu$t ,: when ; 
the party is over." • - - • 
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EU moves to 
harmonise tax 
on business 


EUROPE 


By Emma Tucker in Brussels 


European finance ministers 
yesterday stepped up their 
campaign to align business 
tax rates inside the Euro- 
pean Union when they 
agreed the remit of a new 
committee to police moves 
towards greater harmonisa- 
tion. 

AD 15 member states, plus 
the European Commission, 
will be represented on the 
committee, which is 
intended to dissuade coun- 
tries from adopting tax rates 
which significantly undercut 
those of their neighbours. 

A majority of ministers 
agreed that the president of 
the committee should be 
elected for two years, over- 
ruling the desire of small 
member states for a rotating 
six-month presidency. 

Diplomats yesterday pre- 
dicted that the first presi- 
dent would be French or 
German, reflecting these 
countries' concerns about 
business tax regimes of 
countries such as Ireland 
and Belgium, set up to lure 
foreign investment “It (a 
French or German presi- 
, dency ] would give the bigger 
countries a certain steering 
power," said one official 

The establishment of the 
committee comes after mem- 
bers gave their backing in 
December to^a code of good 
practice for business taxa- 
tion drawn up by Mario 
Monti, the commissioner 
responsible for taxation. The 


committee represents the 
first serious effort to har- 
monise business taxes. 

which are set by national 

governments. 

The code is not legally 
binding and the committee 
will monitor its implementa- 
tion. The committee will 
assess whether tax measures 
contemplated by member 
states could be construed as 
unfair. 

The idea is that the mem- 
ber states will exert peer 
pressure on each other not 
to step out of line on har- 
monisation. States will not 
have recourse to the courts. 

Likely targets for the com- 
mittee include Ireland's spe- 
cial 10 per cent tax .rate for 
manufacturing industry, 
although the Irish govera- 
. meat is hoping to find-in the 
near future a solution that 
satisfies its partners. 

Gordon Brown, the British 
finance minister, who 
chaired the Brussels meet- 
ing, said he would seek early 
agreement from member 
states on a proposal from the 
Commission for a law to 
eliminate taxes levied at 
source on payments of inter- 
est and royalties between 
companies operating across 
EU borders. 

If the plans - become law, 
associated companies in dif- 
ferent member states will 
pay tax on interest and roy- 
alty payments only In the 
country where the compa- 
nies receiving the payments 
are located. 


Local quarrel 



By David White in Madrid 

A territorial oddity dating 
from feudal times has 
returned to haunt the Span- 
ish authorities and cause 
embarrassment in the ranks 
of the rulingPopular party. 

The centre-right govern- 
ment has rejected as illegal a 
vote to hold a referendum on 
unification between Trevino, 
an isolated enclave offi c ially 
part of .the Castile region, 
and the Basque country 
which surrounds it. 

Although the PP adminis- 
tration of the Castile and 
Le6n region also says the 
ballot is illegal, the party's 
branch in the surro unding 
Basque province of Alava 
favours bringing Trevino 
into the Basque country. 
That would increase the area 
of the autonomous Basque 
region by about 3 per cent. 

- In the middle is Trevino’s 
perplexed mayor. Ernesto 
Argote, also from the PP, 
who reluctantly agreed in 
the fece of local pressure to 
stage the ballot 

The County of Trevino is a 
grain-growing area,. of. 220 sq 
km, about 50 villages and 
1,200 people. Administra- 
tively separate from Alava 
since the Middle Ages, it 
belongs to Burgos province. 


part of Castile and Leon. But 
the area’s peaceful rural 
character is belied by mili- 
tant graffiti reading “Trevino 
Araba da" (Basque for 
:“Trqvifio is Alava”) and 
“Alava’s Gibraltar". , . 

• Burgos is 'ah hour's drive 
away, and.' the Basque capi- 
tal Vitoria just 15km. People 
shop at Vitoria supermar- 
kets, watch Basque televi- 
sion, and give birth in a 
Vitoria hospital. The ballot 
on Sunday produced a vote 
for a referendum by 477 to 
211, with 23 per cent of those 
eligible to vote abstaining. 
This was generally thought 
‘ to indicate that the territory, 
given the chance, would vote 
two to one to change status. 

Trevifio’s citizens first 
tried to switch allegiance in 
1645 - tor tax reasons. Simi- 
lar arguments are being 
used today; companies get 
more tax .benefits from the 
Basque government than 
other Spanish regions. 

Mr Argote says he will 
now apply to secede from 
Burgos. But a change 
requires approval by 
regional authorities - and 
Juan Vicente Herrera, the 
PP’s leader in Burgos, has 
dismissed the vote as “a 
great ceremony of confusion, 
the triumph of 'Chaos’*. 


Job cut warning 
after 8.5% rise 


By Tin Bort to StockhoSB 


”' s 


Employers . .representing 
some of Scandinavia’s larg- 
est manufacturing compa- 
nies yesterday warned that a 
new three-year .wage deal 
agreed with Swedish engi- 
neering unions could lead to 
. between 10,000 and 15.000 job 
Josses a year. “ ; v 
The Association ox swea- 
ish Engineering Industries 
{ASED said employment in 
Swedish, manufacturing 
could shrink by up to 5 per 
.cent as companies tned to 
meet the costs, of ti* TOge 
agreement,- which was 
signed late on Sunday.^ . 

Under the -terms oj the 
deal - expected .to set the 
trend for the current pay 
round - 320.000 engineering 
workers wfl] receive ,an 85 

per cent rise spread over 
three years. 

The deal follows calls for 
restraint by ministers. 

EStAOBb * rfiMDf 

ter suggested at the weet 
eS thatthe annual ceiUng 
for public sector wage 

increases may “igM 

have to be cut from 3 ^ to 2.9 

. P ^^recommendation was 
Welcomed by employ®* and 
condemned by union leadere. 


The engineering industry 
association, speaking on 
behalf of manufacturers 
such as Asea Brown Boveri, 
Volvo, Electrolux and 
Scania, yesterday said the 
8J> per cent was too high for 

companies facing intense 
international price competi- 
tion and mixed demand. 

“The costs of this agree- 
ment are excessive,” said 
Heinrich Blauert, ASEI man- 
aging director. “in order to 
r emain competitive we wifl 
have to cut overheads, and 
that could mean large job 
losses.” 

He warned that the agree- 
ment set a dangerous prece- 
dent by increasing the costs 
of Swedish Industry at a 
time when it needed to be 
more competitive. The ASEI 
signed the deal only after 
securing a clause allowing a 
review after 20 months. 

Metall, one of three unions 
to sign the deal, said it was 
satisfied with the outcome of 
■ the prolonged negotiations. 
*^We set a goal to get higher 
real wage increases, shorter 
working hours and an agree- 
ment about further develop- 
ments of qualifications, 

said Goran Johnsson, Mem! 
chairman. “The deal meets 
all three targets." 


German unions seek safely in numbers 

A planned merger to create a ‘super union’ is a sign of how much a faltering economy 
has undermined the movement’s membership and influence, writes Graham Bowley 


German union membership; flagging 


\ £ j 


T hey say it win be the 
biggest trade union in 
the democratic world. 
The leaders of some of Ger- 
many’s largest service-sector 
unions have concluded that 
their survival, lies in bring- 
ing together their 3.7m mem- 
bers in one '‘super union”. 

The merger - agreed in 
Stuttgart at the end of. Feb- 
ruary - would, according to 
Roland Issen, head of the 
white collar workers’ union 
DAG. “remove competition 
and combine influence". 
Without it “we wfl] run the 
risk that the unions will be 
reduced more and more to 
beggars", he said. - 
The planned colossus is a 
measure of how weakened 
Germany's trade union 
movement has become. 
Faced with dwindling mem- 
bership. unions are one of 
the casualties of the falter- 
ing German economy, which 
has left the country’s unem- 
ployment lines at their lon- 
gest since the second world 
war. 

“German unions are under 
pressure to adapt," said 
Burkhard Jahn, spokesman 
for the Chemical Employers 
Association. “What is hap- 
pening was unthinkable in 
Germany 10 years ago." 


The demise of union power 
is a trend common to many 
industrialised economies, 
But its impact could prove 
most pronounced in Ger- 
many. where the social, mar- 
ket tradition has been 
strong. Unions, with their- 
membership of companies' 
supervisory boards, have 
played a central role in 'the 
organisation of German 
industry and its impressive 
post-war success. 

But today Germany’s 
unions are in decline. The 
DGB, the German trades 
union federation, boasted 
close to 12 m members in 
1991. By the end of last year 
it had 8.6m. 

Within the DGB, the IG 
Cbemie chemical workers 
union has lost more than a 
tenth of its members since 
1994, and according to some 
estimates around a quarter 
of the remaining 679,000 are 
unemployed workers who 
retain links but pay reduced 
fees. The OTV public sector 
union, the biggest member 
of the proposed super union, 
has lost more than 400,000 
members since 1992. 

“Some people of course no 
longer care about belonging 
to a unio n, especially .in the 
new high-tech industries. 


but the most important fac- 
tor behind the decline is 
higher unemployment," said 
Mr Jahn. ■ 

As .in other economies, 
Germany's older industries, 
typically manufacturing 
which was the traditional 
bastion of union strength, 
have been hit hardest by ris- 
ing unemployment. New 
businesses have sprung up 
to take their place but work- 
ers in these companies tend 
to be less interested in 
belonging to a union. “They 
would rather -be browsing 
the internet than at a union, 
meeting," said one manage- 
ment consultant in Frank- 
fort 

Falling membership has 
had two important efforts on 
Germany's unions; a warn- 
ing of their bargaining 
power and a financial crisis 
as income from membership 
fees has slipped. The decline 
of unions’ influence on the 
shop-floor can be detected in 
tbe breakdown of the for- 
merly rigid sector-wide 
regional wage agreements. 
These were traditionally 
struck between unions and 
employers’ organisations, 
but many companies are 
npw by-passing them by win- 
ning concessions from their 


workers at plant level. 

The drop in membership 
fees has prompted unions to 
look -again at their costs. 
Large bureaucracies have 
been built up to run the 
organisations. The OTV 
alone employs around 2,700 
officials. Union leaders have 
recognised that they could 
save a lot of money by pool- 
ing their resources and cut- 
ting duplication. The unions 
also hope such consolidation 
would prevent poaching of 
new members by individual 
unions which they say bog 
weakened the cohesion of 
the trade union movement. 

' “They are small unions 
with a large administrative 
apparatus in the back and 
they are running into finan- 
cial troubles,” said Holger 
Fahrinkrug, chief German 
economist at UBS, the Swiss 
bank, in Frankfurt 

The merger would bring 
together the DAG white col- 
lar union, which has a mem- 
bership of around 500.000, 
and five unions which 
belong to the DGB trades 
union federation. With the 
6TV. which is Germany’s 
second biggest union after 
the powerful metal workers 
union with 1.7m members, 
the four DGB unions repre- 




Members of DGB trade union federation 


sent diverse sectors such as 
postal workers, teachers and 
scientists, the banking and 
insurance sectors, and tbe 
media industry. 

Further talks are planned, 
but if the six union leaders 
can convince their members 
of its worth the super union 
could be set up by 2000. Pre- 
dictably there is already con- 


troversy about which union, 
if any, would play the domi- 
nant role in' the new organi- 
sation. The proposal has also 
drawn fierce criticism for 
being potentially an 
unwieldy behemoth which 
would be too large to-be able 
to cater properly to the 
needs of its different constit- 
uencies. 



The famous Ironbridge is both a legacy of the 
Industrial Revolution and a testament to Telford's 
unstoppable business success. £2,000 million of public 
and private investment have made it the if 

region’s fastest growing town, and CNT, 

England's largest owner of development 
land, has a wide range of prime develop- 
ment sites available here for fast-track sale. - ifr , ^. x .. 

But business isn’t the only success story #.'■ \ ® .* J|T : : 
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in Telford. There’s also an excellent 
quality of life, with the South 
Shropshire Hills, Snowdonia 
and the beautiful Welsh coast all in easy 
reach; a wide range of sports and leisure 
facilities; attractive homes in Telford and 
the surrounding villages; and one of 
Europe’s biggest town parks right 
next to the magnificent Telford 
Shopping Centre. 

■ Wherever you are 

in Telford, you’re no more than 10 minutes from 
the motorway system, with rapid access to key 
regional and national markets and the region’s - 
major airports.. . 

Talk to CNT or the Telford Development Agency. 




Set m the Shropshire countryside, Telford offers a wide range of 
housing, otd and new, to suit everyone's needs. 



7* Sr? ” 

sgp' 




>.... 'd*;. tr 


superb and constantly expanding choice of all kinds of shopping 


. WWW u; MU 

facihiies, from small specialist shops to familiar High Street 


names. 





Talk to CNTor the Teltord Development Agency. u ran inmm mammanc ■ i 

High quality greenfield sites allow companies to develop the right premises Expanding companies in the quality sendee anj hi^-tech sectors from the 

We're ready to help you find success here in Telford, far then business. UKandmmeas abound tnTdfard. 


LOCATIONS MADE FOR BUSINESS SUCCESS. 

. . 1 :■ 7~: ^ •'••• ^ ' v - ■ “ ■£ri* 4 *v * v.v * • ** v * •» faj*i 

CNT SELLS LAND FO R THE DEVELO PMENTQF BUSINESS PREMISES IN 19 KEY LOCATIONS THROUGHOUT ENG LAND. ^ 
UkXbOUT ♦ DEVELOPMENT SITES. ♦ FAST-TRACK PLANNING. ♦ CONFIDENTIAL AND COMPREHENSIVE SERVICE. ^ 

. v v; ”5.’ v .:. v v„..^ . ■ 'is..,.., .:*• i.- . - 

IN THE UK CALL 0800 721 721 FOR DETAILS. OUTSIDE THE UK CALL +44 1908 696 300. 

e-mad: midiandsifcnt .org.uk Internet http://www.cnt.org.uk 
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Falling oil prices hit Opec producers’ hopes 


By Robert Cordne to London 

The financial prospects of 
Opec oil producers were hit 
again yesterday as crude 
prices plunged to fresh four- 
year lows. 

The bellwether Brent 
Blend oil futures contract for 
April delivery fell as low as 
$12.86 a barrel in London 
trading as oil markets 
digested weekend comments 
by Ali Nairn! Saudi Arabia's 
oil minister. 

In a statement published 


on Sunday Mr Nairn: indi- 
cated that current attempts 
to arrange an early, emer- 
gency meeting of oil minis- 
ters from the Organisation of 
Petroleum Exporting Coun- 
tries was unlikely to succeed 
as long as other Opec states 
maintained output well 
above their quotas. 

“These countries should 
take significant and tangible 
steps to reduce their produc- 
tion," he said. 

“We do not want to reduce 
production to find out that 


other countries, especially 
those who do not adhere to 
their quotas, flooding the 
market, and taking our valu- 
able customers.'* 

Mr Naimi denied that 
Saudi Arabia was locked in a 
battle for market share with 
Venezuela. Opec's biggest 
single over-producer. But 
Saudi officials have clearly 

been discouraged by Ven- 
ezuelan statements that it 
will not cut' its output “by a 
single barrel". 

Mr Naimi insisted once 


again that Saudi Arabia, 
holder of the world's largest 
oil reserves and its biggest 
crude exporter, will not 
assume the role of swing 
producer, even though it and 
the other big Middle Eastern 
oil producers are experienc- 
ing deep cuts in revenues as 
a result of the recent slide in 
oil prices. 

Most oU from the Gull 
Sells at a $2 a barrel or so 
discount from Brent. Oil 
prices are now well below 
what most governments In 


the region harl forecast in 
their recent budgets 

Crude price** have fallen 
by more than $6 a barrel 
since the November Opec 
meeting, at which Saudi 
Arabia orchestrated a 10 per 
cent rise in the group's pro- 
duction ceiling. 

Saudi officials havi* since 
signalled the kingdom's will- 
ingness to review that deci- 
sion as lung as there are 
signs that Opec'S excess- 
output - which is running at 




the 27.5m b/d ceiling - is 
curbed. 

Last night there were 
signs that Riyadh might be 
content - at least initially - 
with conciliatory statements 
from Venezuela and Nigeria, 
the other big over-producer. 
One Gulf official said 
Saudi Arabia wanted to see 
evidence that such countries 
would join in a “joint 
effort" to stabilise oil 
markets. 

Some Opec officials say 
Venezuela's private com- 


ments have been more con* 
ciliatorv than their public 
statements, although there 
have been no direct talks 
between Riyadh and Caracas 
on the issue. The officials 
said work is going 

behind-the-scenes in an 
attempt to find a compro- 
mise solution that could stop 
the oil price slide, but they 
declined to say whether a 
KTwcific member State is pro- 


Oil price 
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King Fahd, whose gall bladder problem has recurred. If succeeded 
by Prince Abdullah defence contracts would be at risk 


By Robin Alien hi Dhahtan 

King Fahd of Saudi Arabia 
was admi tted to hospital in 
Riyadh yesterday for medi- 
cal tests following a gall 
bladder infection. 

He has been in ill-health 
for some time, having had 
gall bladder surgery at a Jed- 
dah hospital in 1984 and a 
stroke in November, 1995, 
which caused him to hand 
control of the state to his 
half-brother Prince Abdullah 
for seven weeks in early 
1996. 

He is known to be diabetic 
and overweight, the latter 
being common among sev- 
eral senior members of Saudi 


and Gulf ruling families. 

In spite of the king’s ill 
health over tbe last two 
years, be has chalked up sev- 
eral achievements In efforts 
to adjust the economy to fall- 
ing oil prices, and to widen 
its political system to bring 
in more people from outside 
the ruling family. 

Last July he enlarged the 
majlis as-shitra, the coun- 
try's consultative council- by 
50 per cent to 90 members. 
The council has the right, 
with the king’s permission, 
to call ministers to explain 
their policies, and its views 
on important issues are 
taken seriously by the 
ruling Al-Saud family which 


dominates I ho cabinet. 

■‘However, the teeth that 
we really need on the majlis 
as-shura," according to 
Abdalah Da U nigh. :i member 
of the council's economic 
committee, ‘is the right to 
approve the budget." Such a 
right, according to senior 
diplomats and businessmen, 
is unlikely to be granted in 
the short-term, by the king, 
nor even under Crown 
Prince Abdullah. 

On the economy. King 
Fahd has supported Ibrahin 
al-Assaf. his finance minis- 
ter. in overseeing payment 
of about three-quarters of 
the government's overdue 
debts to state suppliers, con- 


tractors and farmers. This 
has helped liquidity even 
though many in the private 
sector have been disap- 
pointed that the programme 
for structural economic 
reforms away from the cen- 
tralised statist economy 
have not materialised. 

Next in line for tbe throne 
is Prince Abdullah, King 
Fahd's half brother and the 
commander of tbe national 
guard. 

The 74-year old Prince 
Abdullah is reckoned to be 
not only in good health but 
also more in tune with the 
mood of the country - less 
accommodating to tbe US 
and more cautious in capital 


expenditure in areas such as 
defence spending. 

The two largest items of 
potential capital expendi- 
ture. a J6bn-«Sbn order for 
Lockheed fighters and $3bn- 
$4bn for main battle tanks 
for which the French were 
the frontrunners, are on the 
back-burner, and would cer- 
tain! v be dropped if Prince 
Abdullah had his way. 
according senior Saudi busi- 

neessmen. 

Prince Abdullah would 
also insist on hundreds of 
AJ-Saud princes paying their 
utilities bills such as tele- 
phone and electricity, and 
that state institutions to do 
the same. Their failure to 


of state institutions, maki ng :- 
economic restructuring' a 
nightmare and causing Tong , 
delays in the country's half- 
hearted privatisation prth " 
gramme. .-, : 

Should he become kingi 
Prince Abdullah’s -half- 
brother Prince Sultan; 72.; 
the defence minister, would 
become crown prince, possi- 
bly handing the defence min- - 
istry to his 64-year old 
brother Prince Salman, . the- 
popular governor of Riyadh. 
Prince Sultan is himself .' 
recuperating from recent 
knee surgery in ' the 
US. 


King Fahd is admitted to hospital for tests 


pay accounts has wrought ', 
havoc in the public' finance 



Strategy 

and 

technology 

deliver 

results. 


Another Deloitte Consulting Difference 


DELOITTE 

CONSULTING*. 

Strategy 

and technology 

only deliver 

promises. 

People and processes 
deliver results. 

Some consultants specialise in strategy. Others focus on new technology. 
What too many fail to recognise is that without significant change to the 
processes people use with these new strategies or technologies, 
their promised returns will never be fully realised. 

At Deloitte Consulting we have always understood how critical people are 
to implementing real, lasting change. You can sec it in our working style - a 
uniquely flexible, respectful and collaborative approach that prompted 
one analyst to tel! Computcrworld * “Wo hoar time and again 
that they are the most user-friendly." 

Which is important. Because it helps us get your entire organisation, 
from boardroom to backroom, to buy into changes at hand. 
And gives us the ability to transfer the knowledge and skills your people 
wiD need to deliver the full benefits of any new strategies and technologies. 
And to keep those improvements from unraveling after we've gone. 

For results you can count on today. And build on tomorrow. 


A very different approach. For very different results. 


Deloitte & Touche Consulting 
Group 
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Summers urges 
more safeguards 
on capital flow 


By Robert Ctaote in Washington 


Countries should not open 
themselves to capital flows 
until the regulation and 
supervision of their financial 
systems were sufficiently- 
advanced to cope, Larry 
Summers. US deputy trea- 
sury secretary, said yester- 
day. 

Speaking at an Interna- 
tional Monetary Fund semi- 
nar, Mr Summers argued 
that this was not a case for 
slowing capital account lib- 
eralisation. Instead, it was 
Important "to accelerate the 
pace of creating an environ- 
ment in which capital will 
flow to its highest return 
use”. 

Emerging-country banking 
systems should be opened 
for foreign financial service 
providers, which would 
bring competition, capital 
and expertise, he added. 

Proper supervisory and 
regulatory processes had 
enormous potential to con- 
trol the more risky forms of 
borrowing. 

But the ingredients of 
sound banking systems went 
well beyond the list of inter- 
nationally recognised stan- 
dards, Mr Summers 
declared. “It means cultiva- 
ting a credit culture, sound 
supervision. limits on tbe 
quality of assets at a bank's 
disposal, and effective con- 
trols on self-dealing". 

The blame for the finan- 
cial crisis in Asia, Mexico 
and the European Exchange 
Rate Mechanism in recent 


years could not be laid., 
mainly on foreign specula- 
tors. " . >• 

■The truth is that the cri- v 
ses that have occured have \ 
disproportionately involved 
the judgments of countries' 
own citizens". In the case of - 
Asia, that conclusion had 
been supported by a recent ' 
IMF study of the role of 
hedge funds. 

When foreign capital had 
been involved, it was often 
foreign capita] that govern- 
ments had actively sought to 
attract. In Thailand, for 
example, there had been tax 
breaks for offshore foreign 
borrowing. 

"It is a bad idea for gov- 
ernments to reach exces- / 
sively for capital, particu-' 
larly if a disproportionate 
amount of that capital is . 
denominated in foreign cur- / 
rency and is short-term and 
high yielding". 

The countries faring best in 
the Asian crisis were those 
pursuing a strategy of con- 
tirmed liberalisation' and. . 
domestic economic reform. 

“By contrast some of the - 
countries in the region that 
continued to look vulnerable 
are those that have seemed 
unwilling or unable to tackle 
domestic distortions, and 
have looked increasingly to . 
the quick fix of capital con- 
trols instead." 

Even countries associated 
with the “successful" use of 
short-term capital controls 
recognised that the draw- 
backs tended to increase 
over time. 


UK bid to speed 
germ war talks 


By Frances Williams in Geneva 


■Spurred by recent 
disclosures of Iraq's germ 
warfare capability, Britain 
yesterday .vnnounced a new 
European Union Initiative to 
speed talks in Geneva an 
loyally -binding measures to 
detect and deier possession 
of hiotogical weapons. 

The initiative establishes a 
common position by the is 
EU member states on verifi- 
cation procedures needed to 
give teeth to the 1972 Biolog- 
ical Weapons Convention 
banning development, pro- 
duction anti stockpiling or 
bacteriological and toxin 
weapons. The treaty, to 
which Iraq is a party, at 
present has no mechanism 
to check compliance. 

The Eli. US and several 
other countries including 
Australia, hope to conclude 
a pact by the end of this year 
for adoption by the conven- 
tion's 14(1 states early next 
year. But the talks, which 
began in 1094. have moved 
slowly, partly because of 
concerns about protecting 
commercial and national 
security information under a ’ 
inspection regime. 

Britain, at present holding 
the EU presidency, yesterday 
lolil the orf hoc group of 
negotiators drafting a verifi- 
cation protocol that EL' 
members wanted strong 
anti-cheating previsions. 


These should include a - - 
mandatory requirement to 
declare sites and activities;;... 
that could be misused for 
biological weapons: provi-" 
sions Tor Dn-site visits to 
check declarations: and 
rapid and effective investiga- _■ 
tions if cheating is sus- 
pected. 

The EU position Is broadly 
in line with proposals made . 
by President Bill Clinton in 
his State of the .Union. '-. 
address in January, though 
Washington opposes random 
Inspections to check declare- ... 
tions. which Britain and 
other EU members favour. 

The US administration has 
managed to persuade a 
reluctant US pharmaceutical' 
industry to accept a treaty 
requirement for a “reason-, 
able number" of “clarifying 
visits". 

The principle of “challenge 
investigations" - rapid on- 
site visits when evidence of 
a treaty violation exists - Js 
not contested, though coun- 
tries are still arguing aver 
what the trigger and 
approval conditions should 
be. 

US officials estimate that; 
more than 10 countries hrift /’ " 


or are developing, a- biolo^*; 
cal weapons capability,! 7 
while Iraq and North Korea ; 
have developed anthrax w* 
weapon that can bo mounted, 
on artillery shells or sprayed :• 
from aircraft r 
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ASIA-PACIFIC 


Protests set to mar 
Suharto re-election 


By Sander Tboenes In Jakarta 

Unprecedented opposition to 
President Suharto’s eco- 
nomic policies from stu- 
dents, bankers and foreign 
creditors will overshadow 
his formal re-election for a 
seventh term as Indonesia's 
head of state today. 

All 1,000 vetted delegates 
at the Assembly of People’s 
Deputies — a parliamentary 
chamber which meets every 
five years to elect the presi- 
dent - are expected to vote 
for Mr Suharto, who at 76 is 
the world's longest serving 
ruler after Fidel Castro of 
Cuba. Mr Suharto is the sole 
ca ndi date of aQ five factions 
of the assembly and his re- 
election has long been a for- 
mality. 

Since the regional finan- 
cial crisis broke out in July, 
Indonesia's currency has 
declined in value against the 
US dollar by 70 per cent, 
inflation and interest rates 
have soared, and Indonesian 
companies have laid off 
thousands of workers in the 
economic Call-out 

Last October, Jakarta 


secured a $43bn aid package 
arranged by the Interna- 
tional Monetary Fund but 
the Fund has delayed release 
of a second SSbn tranche in 
stand-by credits, because Mr 
Suharto has been slow to 

implement reforms. 

The rupiah briefly dropped 
as low as Rpi2^5Q to the dol- 
lar yesterday because of the 
IMF delay before recovering 
to about RpiOJXXL, 

The Fund's tough line has 
rallied support for the presi- 
dent among the Indonesian 
elite, who accuse the west of 
bullying the country. 

However, students have 
demonstrated on campuses 
throughout the country in 
recent days demanding 
lower food prices and Mr 
Suharto's resignation. 

The military h as tried to 
restrict the student gather- 
ings to campuses and has 
not intervened. But many 
Indonesians feel the army 
may give way if students 
take to the streets in large 
numbers. Mr Suharto came 
to power on the back of stu- 
dent demonstrations In 1967. 

Frans Seda, a former min- 


NEWS DIGEST 


ENTERTAINMENT CLAIMS 


Bank of Japan official 
'was wined and dined’ 

Japanese news agendas reported that up to seven of the 
country's largest banka wined and dined an executive of the 
Bank of Japan in the hope of gaining advance Information on the 
bank's money market operations over the past five years. 

The allegations coincided with statements yesterday to a parlia- 
mentary committee by Yasuo Matsushita. Japan's central bank 
governor, that the bank was investigating reports Its officials may 
have released Inside Information In exchange for lavish entertain- 
ment 

“We have been conducting an internal Investigation against 
about 600 management-levBl officials to find out whether they 
have accepted lavish entertainment In the past five years. We wiU 
take severe steps on the tawe," Mr Matsushita told, a budget 
committeB of the lower house of parfiament. The bank announced 
its Internal Investigation test month following media reports that 
bank officiate ware lavishly entertained by financial institutions try- 
ing to acquire sensitive information about fentetost rates. The cen- 
tral bank's moves In the market determine money market rates, 
and commerc ia l banks with advance word of Its intentions could 
reap windfalls. Reutere, Tokyo, 

THAI AID 

US denies ertra financing 

The US yesterday denied suggeattorw.tftst it was about to offer 
Thailand $5bn In extra financing to assist with Its International 
Monetary FuncMed eoonomto reform programme. 

A Treasury official said the US had not changed Its policy 
dadded last summer not to offer direct bilateral assistance to . 
Thailand. The admlnlstratioh stood by the position oufflned last 
week by Robert flubfo, the treasury secretary, who welcomed the 
progress made by the Thai authorities in Implementing IMF-led 
reforms under a stand-by loan arrangement. 

The US was prepared to back adc fftfanal IMF financing for Thai- 
land In the form of access to the Fund's supplemental reserve 
faculty If It was needed, but It was not planning to advance any 
fundti dfractiy. Thetfand now had substantial reserves and signifi- 
cant amounts of official support already In the pipeline and Inter- 
national banks had been playing a constructive role by extending 
their short-term claims to Thai banks. 

Mr Rubin Is expected to reiterate this message of continued 

support tor Thailand through the IMF when he meets Chuan 
leekpai, Thai prime minister, who Is visiting Washington this 
week. Gerard Baker, Washington 

JAPANESE CONSUMPTION 
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Household spending falls 

Japanese tautahoMtaendlna toll tor the tWrt oonsec«^ 

■ in January, reflecting the poor state of the economy and weak 
consumer corrfidenoe. Average spending chopped 4 percent from 
a year eerikr after adjustment for Inflation, as Incomes shrank 
because of less overtime worked, and as salaried workers saved 

more of their income; - ^ 

. The households of salaried workers spent 5.9 per oerrt teas 
than the previous January, while spendng by ottwrhousah^ds 
was down by Just 0.1 per cent, the Management and Co-ordina- 
tion Agency said. The agency's “propensity to consume index, 
which measures the proportion of household Income 
spending, foil to an all-time low of 68.6 per cant In salaried work- 

^sSiS^atlatidans said the 
number of special factors. Heavy snow In January Ws year put 
off manv shoppers, while spending figures for the first few 
moot^ofSiS were boosted by consumers rushing to buy 
i u miunhritd >wv*i In advance of on Increase In the consumption 

hop* spending: m. Wa 

been heWd to a *' "*■ 

pethan Hutton, Tokyo 
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later la Mr Suharto's first 
cabinet, said student demon- 
strations could gradually 
gain popular support and 
persuade the recently pro- 
- mated military chief com- 
mander, Gen Wiranto, to 
push for Mr Suharto's resig- 
nation. To pre-empt such a 
development, delegates will 
give Mr Suharto special pow- 
ers. Mr Suharto will be 

sworn in tomorrow when 
delegates will also elect his 
controversial running mate, 
B.J. Habibie, as vice-presi- 
dent tomorrow. Mr Habibie 
is known for his spendthrift 
record as minister of science 
and technology. 

• The Australian govern- 
ment said yesterday it would 
provide almost A$400tn 
(US$267m) in export finance 
guarantees to protect Aus- 
tralian wheat sales to Indon- 
esia. 

In the strongest sign yet of 
official concern about Indon- 
esia’s economic crisis, John 
Howard, Australian prime 
minister, said Australia 
“sympathised" with Indones- 
ia’s claim that the IMF’s con- 
ditions were too harsh. 

|S Korea 
to provide 
North 
with 
food aid 

By John Burton In Seoul 

South Korea will provide 

50.000 tonnes of food valued 
at $10m to starving North 
Korea, which recently 
warned that its grain sup- 
plies would be exhausted by 
next week. 

The pledge by Seoul is the 
first conciliatory gesture 
towards the North by the 
South’s new government of 
Kim Dae-jung, which has 
promised to improve ties 
with Pyongyang. 

The food aid. which will 
consist of com and powdered 
milk, will be provided by 
early May through the 
World Food Programme 
(WFP), an UN agency, which 
has requested $3 78m from 
international donors to feed 
a third of the North's 23m 
population this year. 

North Korea is esti m ated 
to suffer a grain shortage of 
1,3m tonnes after three years 
of floods and drought that 
led to the collapse of its inef- 
ficient agricultural system. 

Although the amount 
promised yesterday Cell short 
of 100,000 tonnes mentioned 
In recent local media 
reports, the government did 
not rule out add ed con tribu- 
tioas to the WFP pro- 
gramme. "Despite the 
[South's] economic difficul- 
ties, the government decided 
to provide the food aid based 
on the assessment that it 
would be desirable to help 
North Koreans suffering 
from food shortages," said 
the National Unification 
Ministry (NUM) in Seoul. 

The government also 
raised the possibility of 
resuming food supplies 
directly to the North. Seoul 
is expected to propose inter- 
Korean Red Cross talks to 
discuss an added 50,000 
tonnes in food being donated 
by civic groups. 

But direct food supplies 
“should be propelled forward 
with care as national senti- 
ment must be taken into 
consideration,” the NUM 
said. This referred to conser- 
vative opposition to allow 
civilian groups to participate 
in relief efforts. 

Food aid gathered by civic 
organisations has been fun- 
nelled through the South 
Korean Red Cross, which 
fins close ties to the govern- 
ment. Although the Red 
Cross would mai n t a in con- 
trol over direct food supplies 
to the North for the time 
being, “the government 
plans gradually to open 
mare doors to allow dvillan- 
nm organisations to take 
part" 

The promise of food aid 
was in contrast to scepticism 
expressed by South Korean 
officials last week over the 
North’s claims that it would 
soon run out of grain stocks. 
Seoul suspected that the 
blunt warning was meant to 
gain support for the WFP 
appeal. The US has already 
promised 200,000 tonnes in 
food aid, while the European 
Union is expected to contrib- 
ute to the WFP programme. 
The WFP is now supplying 

98.000 tonnes or grain to 
4.7m North Koreans, mostly 
children and the elderly, and 
it is seeking another 658,000 
tonnes to help nearly 7,5m 
people this spring. 


A mortgage of one’s own makes 
the Chinese heart beat faster 

Home ownership is gathering momentum and opening new 
business for the country's banks, James Harding reports 


China: tame troth 


A s he guides you around 
his three-bedroom pent- 
house apartment In the 
suburbs of Shanghai, 
Charles Xu displays the 
standard symptoms of the 
new homeowner. 

He points out the special 
features of his purpose-built 
conservatory, strokes the 
polished floorboards with his 
Blippered feet, grumbles 
about the local transport, 
and crows about the knock- 
down price be paid for the 
property. 

“In the long term, this is 
an investment,” says Mr Xu, 
■ who left a local state-owned 
1 enterprise six years ago to 
join Imperial Chemical 
Industries' Shanghai subsid- 
iary. “I paid $40,000 for this 
place. While the price may 
not go up that much, it can't 
go down." 

Mr Xu is in the vanguard 
of a movement that is funda- 
mentally changing China. 
Home ownership is gather- 
ing momentum, recasting 
the relationship between the 
citizen and the state, open- 
ing a new tranche of busi- 
ness for Chinese banks and 
spurring prospects for eco- 
nomic growth. 

Since the Communists 
took power in 1949, housing 
has been the responsibility 
of the state, and even now, 
the number of people who 
have bought their own 
homes is small, but is grow- 
ing rapidly. 

In Shanghai, where the 
government first sanctioned 
a publicly-funded pro- 
gramme to encourage resi- 
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decrial property ownership, 

over 100,000 people have 
taken out mortgages to buy 
their homes, says the China 
Construction Bank (CCB). 
which authorises 95 per cent 
of the city's mortgages. 

The CCB's housing loan 
portfolio in Shanghai is now 
worth roughly YnS.abn 
($lbn), and the bank expects 
to issue up to YnlObn-worth 
of new housing loans this 
year. Plans to encourage 
home ownership in Shanghai 
form part of a nationwide 
government strategy. Late in 
1996, Beijing announced that 
it would invigorate the resi- 
dential housing sector. 

In the first ll months of 
last year, apartment sales to 
private citizens across China 
reached Yn42.2bn, up 41,8 
per cent on the same period 
in 1996. Beijing sought to 
reinforce that trend when it 
announced last month It 
would allocate a further 
YnlOObn to boost housing 
purchases in 1998. 

There is economic logic 
behind the leadership's 
increasing enthusiasm for 
private residential property 
ownership. State-owned 
enterprises (SOEs), tradition- 
ally responsible for housing 
much of China's urban work- 
force, have neither the 
means nor the inclination to 
pay for the accommodation 
of 370m city dwellers. 

More than half the SOEs 
are technically bankrupt Of 
the rest those with commer- 
cial potential prefer to focus 
on improving efficiency 
rather than providing mass 


welfare. The government 
cannot afford support for 
housing. Beijing's fiscal rev- 
enues are strained by rising 
health and education costs 
and by China's ambitious 
infrastructure programme. 

The government is trying 
to use the housing mar ket as 
a device to buoy flagging 
domestic consumption 
growth. A spate of home- 
buying would help the econ- 
omy, which last year grew 
metre slowly than forecast 

There is anxiety too, about 
a build-up in deflationary 
pressure. Retail price infla- 
tion was minus L5 per cent 
in January, the fourth con- 
secutive month of year-on- 
year deflation. 

Hou Jte, construction min- 
ister, said recently: “Devel- 
oping the residential hous- 
ing market is the key to 
satisfying people’s ever-in- 
creasing needs for houses 
and achieving the sustained, 
fast and healthy growth of 
the national economy. Bol- 
stering the sector can boost 
a fthflin of other industries." 

The sharp rise in owner- 
ship has been supported by 
China's banks, eager to see 
rapid expansion of the fledg- 
ling mortgage industry. The 
state-owned hanira are seek- 
ing to disentangle them- 
selves from bad loans made 
to failing state enterprises, 
estimated at J20Gbn, or one 
fifth of their assets. 

Mortgage lending offers a 
lucrative and relatively safe 
stream of revenue. Zhang 
Baogeng, head of Internal 
management at CCB, says: 



"■mamm- 



“We have historically made 
a lot of loans in the property 
sector and recently have 
been trying to increase the 
proportion of mortgage lend- 
ing. The rikk ratio on mort- 
gage loans ia much lower." 

The CCB offers two catego- 
ries of housing loans. Provi- 
dent funds take 6 per cent of 
an employee's salary and a 6 
per cent contribution from 
the employer. Employees 
can typically take out mort- 
gages of up to Yn 100,000 
with a 15-year maturity at 
6.675 per cent 

Individual house-buyers 
can take out a standard com- 
mercial hmiglng lftpn with a 
20-year maturity, A prospec- 


tive purchaser can raise up 
to YnSOQ.QOQ at 9.9 per cent 

At first glance, it seems 
strange that Shanghai resi- 
dents are so keen to buy 
their own property, when 
they can pay peppercorn 
rents for city-centre state 

hwinring 

But the reasons to buy are 
multiplying. Rents for state- 
owned flats have been rising, 
and young couples are hav- 
ing to wait longer for one. 

SOEs are increasingly 
offering housing allowances 
instead of accommodation, 
while more workers expect 
larger accommodation as 
they take better-paid jobs 
with foreign companies. 
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AIR TRAVEL PARTNERSHIP WITH All NIPPON PUTS STAR ALLIANCE FURTHER AHEAD OF BRITISH AIRWAYS AND AMERICAN AIRLINES 


Lufthansa and United in Japanese tie-up 


By NHcltael Skapfnker in London 
and Bethan Hutton in Tokyo 

Lufthansa of Germany and 
United Airlines of the US 
yesterday continued to build 
their web of worldwide alii* 
ances by announcing a 
tie-up with All Nippon Air- 
ways of Japan. 

ANA is unlikely to join the 
six-airline Star Alliance, 
which is led by Lufthansa 
and United, in the immedi- 
ate future. However, by 
establish Lng a partnership 
with Japan's second largest 


carrier, Lufthansa and 
United have moved further 
ahead of their rivals. British 
Airways and American Air- 
tines, which have yet to win 
regulatory approval for their 
planned alliance. 

Lufthansa and United 
have also stolen a march on 
Delta Air Lines of the US, 
which has an alliance with 
Swissair. Austrian Airlines 
and Sabena of Belgium. 
ANA said yesterday that it 
was ending its code-sharing 
arrangement with Delta. 
Code-sharing is when air- 


lines sell seats on each oth- 
er’s flights. Last year. Singa- 
pore Airlines ended its part- 
nership with Delta and 
announced an alliance with 
Lufthansa Instead. 

ANA plans to set up exten- 
sive code-sharing arrange- 
ments with the US and Luft- 
hansa by the end of this 
year. The airlines will also 
co-ordinate their frequent 
flier programmes and will 
look into co-operating on 
maintenance services. 

Lufthansa and ANA said 
they would introduce code- 


sharing on flights between 
Frankfurt and Tokyo. United 
and ANA said they would 
begin by code-sharing on 
some trans-Pacific routes 
and to selected destinations 
within tbe US and Japan. 
United and ANA will soon 
begin code-sharing uu all 
trans-Parific routes. Eventu- 
ally, the two airlines plan to 
code-share on Asian routes 
beyond Japan and on flights 
finm the US to Latin Amer- 
ica. 

The door was opened for 
Japanese airlines to form 


broader international alli- 
ances by the IJS-Japan air 
accord concluded earlier this 
year. Japan Air System is in 
negotiations with KLM and 
Northwest Airlines. 

Japan Airlines, the coun- 
try's largest carrier, has 
already announced a tie-up 
with American. This could 
form the basis of a powerful 
alliance of BA. American. 
JAL and Qantas of Austra- 
lia. However, the European 
Commission and US regula- 
tors hate yet to give the 
go-ahead for the BA-Ameri- 


can tie-up which would form 
the basis of such an alliance. 

BA and American 
announced their alliance in 
June 1996 and have com- 
plained that United and 
Lufthansa have won an 
unfair advantage in being 
allowed to proceed with 
their partnership in the 
meantime. The United-Luft- 
hansa alliance is still being 
examined by Brussels, but 
has already won antitrust 
immunity from the US, 
allowing them to co-ordinate 
their operations closely. 


Airlines attack plan for satellite system 


By Affdhaei Skapbiker 

The Association of European 
Airlines has attacked plans 
by Brussels to set up a new 
satellite navigation system, 
saying it is unnecessary and 
passengers could end up 
having to pay for it. 

The system, known as 
Egnos (European Geostation- 
ary Navigation Overlay Ser- 
vice) was unveiled by NeO 
Kinnock, EU transport com- 
missioner, in January. 

Egnos will not just 


improve airline navigation, 
the European Commission 
says. It will help drivers, 
yachtsmen and hfll walkers 
find their way, assist in iden- 
tification of flshing grounds 
and oil and gas fields, and 
locate shipwrecks. 

It would not replicate the 
US or Russian systems, 
which relied on satellites 
already in space. Instead, it 
would help to improve their 
signals. 

The Commission believes 
developing Egnos will mean 


Europe will be in a stronger 
position to join the US, Rus- 
sia and Japan in developing 
the next generation of satel- 
lite navigation systems, 
known as Global Navigation 
Satellite System (GNSS>-2. 

The European airlines say 
they have no objection to 
GNSS-2. “That is where the 
real improvements lie for 
aviation, in terms of both 
performance and cost effi- 
ciency. and where efforts 
ought to be concentrated.” 
the association said. 


The problem with Egnos 
was that it would not pro- 
vide airlines with much 
more than the existing US 
and Russian systems, the 
association added. These 
could be improved with the 
aid of new technology on 
board their aircraft. A new 
system was not required. 

Karl-Heinz Neumeister. 
the association’s secretary- 
general, said: “Egnos 
appears to offer a lot of bene- 
fits, but not, unfortunately, 
to the airlines. Quite simply. 


it does not have the capabili- 
ties to replace existing 
means of aircraft naviga- 
tion". 

Improvements, if any. 
could be achieved more 
cheaply. 

While European taxpayers 
would fund Egnos - develop- 
ment. it appeared that air- 
lines would have to pay for 
its operation. 

“In this scenario, the tax- 
payer funds a system, most 
of whose running costs are 
then passed on to the one 


user group which derives no 
benefit. We want assurances 
this is not going to happen. " 
he added. 

Tbe Commission said yes- 
terday it was conducting a 
cost and benefit analysis of 
Egnos. The results are expec- 
ted by the summer. Also. It 
was essential Europe played 
a role in the development of 
the next generation naviga- 
tion system so that its manu- 
facturing and technology 
companies were not 
excluded. 


Motor plant where Ladas get 
the Porsche treatment 

Assembling specialist models for other manufacturers can be 
profitable but risky. Tim Burt reports from outsourcer Vaimet 
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F ew Porsche dealers men- 
tion the feet, but many 
of the German group’s 
Boxster sports cars are put 
together on a production line 
barely 10 paces from one 
assembling Lada batch- 
backs. 

In the s mall F innish town 
of Uusikaupunki. some of 
the most prestigious cars are 
assembled alongside some of 
the humblest A short walk 
from the Lada line is the 
dedicated assembly shop for 
Saab convertibles, the Swed- 
ish motor company’s flag- 
ship model. 

Officials at Vaimet Auto- 
motive. Finland’s one and 
only car assembly company, 
say proudly that they assem- 
ble Lada's Samara model to 
Porsche and Saab standards, 
not the other way round. 
The company has benefited 
from the increased willing- 
ness to outsource by the 
world’s leading carmakers. 

For tbe most part, that 
trend has been focused on 
sourcing components else- 
where. But carmakers 
including Porsche. Saab, 
Chrysler, Fiat and Peugeot- 
Citroen have also farmed out 
the entire assembly of mod- 
els which are either too spe- 


cialist Or Hm n^n n miming to 
produce in their own plants. 

The contract assemblers - 
including Vaimet, Karin ann 
of Germany, Pininferina mad 
Bert one of Italy - argue that 
they fulfil a useful function 
by relieving volume car 
manufacturers of sometimes 
troublesome models. 

It is more cost-effective for 
Saab, for example, to ship 
the body panels and en gines 
for its convertibles to a Finn- 
ish assembly plant, rather 
than disrupt its regular pro- 
duction line with the addi- 
tional tooling and engineer- 
ing required for soft-top 
models. 

“We think there is a grow- 
ing market for this kind of 
operation,” says Veli-Pekka 
Vasama. executive vice-pres- 
ident at Vaimet. “Big car- 
makers want to reduce the 
complexity of their plants by 
sourcing from outside." 

Growing demand for such 
services helped lift profits at 
Vaimet Automotive from 
FMl05m (J18-Bm) to FMll2m 
last year on sales of 
FM583m. 

At 19 per cent, the profit 
margin is certainly above 
the motor industry average. 
And it shows just how much 


manufacturers are prepared 
to pay for outsourcing spe- 
cialist models. 

The margins may look 
handsome for the likes of 
Vaimet or Austria's Stey- 
Daimler-Puch, which assem- 
bles models for Daimler 
Benz and Chrysler. But there 
are risks on both sides. 

For the carmakers, the 
downside is the potential 
loss of quality control in 
final assembly - with all the 
consumer dissatisfaction 
that can cause. 

For the assemblers, there 
is always a risk that the 
manufacturer may take back 
production as soon as there 
is excess capacity In its own 
plants. Alternatively, they 
may decide to drop some 
outsourced models together. 

That has made for a 
hand-to-mouth existence in 
the assembly industry. VaJ- 
met found that out last year, 
when Adam Opel ended pro- 
duction of its Calibra model, 
assembled in Finland. 

It could face the same diffi- 
culty next year, when its 
contract to assemble Sama- 
ras for Lada expires. "We 
have either to secure a 
replacement model for the 
same customer of find a new 
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A woman working on a Porsche at the Vaimet works. More leading carmakers are having 
outside plants build their specialist models 


one," says Mr Vasama. "It is 
one of tiie risks of the busi- 
ness." 

Vaimet, which already has 
spare capacity at its Uusi- 
kaupunki plant, is trying to 
maintain links with both 
Lada and General Motors, 
which owns Adam Opel, by 
exploring the possibility of 
building a new assembly 
plant across the Russian bor- 
der in Karel'skaya. 

Discussions with Auto- 
VAZ. Lada's parent. GM are 


said to be continuing. But 
tbe US and Russian groups 
have this week hinted that 
they may decide to go it 
alone by building a plant in 
central Russia instead. 

"GM's interest is to enter 
the Russian market We are 
working on this and we are 
In talks, but the outcome 
remains an open question." 
says Mr Vasama. 

In the meantime, Vaimet 
has embarked on outsourc- 
ing negotiations with other 


manufacturers. Among its 
selling points, tbe Finnish 
group says it has one of the 
most flexible workforces in 
the motor industry - many 
of them women. 

"Nowhere else will you see 
assembly workers move 
from a raid-engine Porsche 
straight on to a front-wheel 
drive Saab," according to 
one line manager in Uusi- 
kaupunki. "Flexibility in 
this business is the key to 
success." 
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AIRCRAFT S ALE S ’ _ • 

Ryanair orders 45 Boei% 
to take on low-fare rivals 

Ryanair, the Dublin-based tow-cost airline, yesterday ordered up.. 
to 45 Boeing 737-800 aircraft worth $2bn to help it compete^-; 
new no-frtlJs carriers, inducting one backed by Brffish PSoh^b. . • : - 
Ryanair has placed 25 firm orders, worth $1.1 bn, fonhe.l®^.. 
aircraft, and has taken options worth $900,000 on a farther 29': - .. 

*' $ The order comes after BA announced plans to start owh * 
low-cost carrier, called Go. based at London's Stansted airport;.. . 
from which Ryanair runs many of its services. The new airlines - 
are emerging to take advantage of Ihe liberafeatton of the Ewo- 
peart Union aviation market, completed tot year- . . = ;± _ 

Michael O'Leary. Ryanair’s chief executive, said the aircraft 
would allow the airline to meet its goal of increasing capacity by: ;■ 
25 per cent a year. It will take delivery of five aircraft ayear, with - 

the first in March 1999. • '• 

Mr O'Leary said: “This new fleet of aircraft wd allow Ryanair to 
compete head-on with, and beat, any low-fare competition from . 
Europe's major airlines.'’ The airline, which employs 1,000 people; 
plans to carry 5m passengers this year, it said ttwouto finance, 
the new aircraft purchase through internally ge nerated ca shaid. „ 
borrowings. Michael Skapinker, Aerospace Correspondent , 

PROFESSIONAL SERVICES • . 

WTO focuses on accounting 

The World Trade Organisation's working party on professional.' '. 
services mat in Geneva last week to continue work on bringing, 
about the liberalisation of professional services across Interna-;,- ' 
rional borders. Accounting is the first test case. 

it is understood a revised version of the proposed "dtadpfines’ 
is to be drawn up for a further meeting in early April. Thera is also ' ' 
to be a debate on what legal form the document will take ; 
whether it will be binding or merely for guidance- - 

While accountancy bodies hope the final document will have 
teeth, any binding agreement would be seen as a big achieve- ■ =" 
ment. Observers have noted that the some countries involved In' . 
the talks have been slow to agree progress, issues Dover the 1 ' • 
accountancy rules ol each country. Jim Kelly, London 

SINGLE-USE CAMERAS 

Fuji withdraws ITC complaint 

Fuji Photo Film of Japan ha3 resolved a patent infringment dis- 
pute with Konica and will withdraw from a complaint filed with tho 
International Trade Commission. Fuji initiated the ITC prbceedng, 
which charges infringement of Its US patents on one- time- use > • ' 
cameras, on Feb 13, against 28 potential respondents. 

The two companies had amicably resolved the matter on the 
basis of an exchange of equivalent patent licences, Fuji said. 

Both companies expect the ITC to accept Fuji’s application and 
exclude Konica from the proceedings. 

One-time use cameras were first developed by Fuji, with Kon- 
ica the next entrant in this field. Unlike the remanufsntuned.one-. 
time use cameras distributed by most of the other respondents, 
Konica 's one-time use cameras incorporated the company’s own - -* 
technology. Fuji said. 

The complaint alleged the companies either manufactured one- 
time-use cameras or reloaded film into used one-time-use cam- : 
era shells made by Fuji and others, for US importation and sals in 
violation of Fuji's patents. About 75m single-use cameras were 
sold in 1997 in the US. Reuters, New York 

COPYRIGHT VIOLATIONS 


US plea over Singapore j 

A US alliance grouping 1 550 copyright owners from the film, . - 
music, software and book publishing industries is urging the US 
government to place Singapore on its priority watch VisL-The. ... 
International Intellectual Property Alliance, in Ms annual world 
review, contends that Singapore should be blacklisted because of . 
copyright violations. 

The alliance estimated piracy losses for Singapore to be 
$124.9m for last year with entertainment software the largest 
share at $58.1 m or 68 per cent. Singapore's Trade Development 
Board has defended Singapore's recently amended copyright 
protection laws and enforcement, but the US alliance maintains 
that the country is Ill-equipped to deal with the resurgence in 
piracy. International Staff 


INTERNATIONAL ECONOMIC INDICATORS: money and finance 

TOs cal* sIkms growth tales tar Hr most «*»» Moral raeasires of n vm mi broad romej. a ratrasattSSw short- rad kvo-tem Msrast rase s «te ad an ansa® eqtfty naftn ywa ai 
figms a re pemntages. 
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China hopes devaluation stance 
will boost application for WTO 
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cusV in exports for this deci- 
sion." ho added. 

"We hope that this deci- 
sion will help the interna- 
tional community increase 
their awareness or China's 
attitude and image in inter- 
national trade and affairs, in 
this sense it will contribute 
to the process of negotia- 
tions nn China’s accession to 
the WTO." siml Mr i^ong, 
who is also vice minister of 
foreign trade and economic 
co-operation. 

China's refusal to devalue 
showed it was a "responsi- 
ble" member of the global 
community and did nut har- 
bour «i mercantilist urge to 
export at any cost, he said. 
Most economists believe that 
any devaluation by China 
could trigger further turmoil 
in regional currency and 
slock markets. 

There is no dear statisti- 
cal evidence yet that Cliina’s 
exports have been hi! by the 
Increased export competi- 
tiveness of south-e.-isl Asian 
nations. But officials have 
predicted that trade growth 
this year may halve com- 
pared to 1997. 
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By James Kynge In Beijing 

China yesterday expressed 
hope that its decision not to 
devalue its currency in spite 
of export pressures would 
assist the cause of its entry 
into the World Trade Organi- 
sation twrra, 

The remarks made by 
Long Yongiu. China's chief 
negotiator on WTO acces- 
sion. represented the clear- 
est link that Beijing has yet 
drawn between WTO entry 
and its stance against deval- 
uing the yuan. 

China and the US hold 
talks on WTO entry in Bei- 
jing today and China is 
i scheduled to attend Impor- 
tant talks in Geneva later 
this month when it is expec- 
ted to present a line-by-line 
tariff reduction offer. 

“In the tin: uncial crisis that 
has hit some south-east and 
cast Asian nations, the most 
direct, effective and fast way 
for China tr» enhance export 
competitiveness is to 
devalue the currency, but wc 
did nut do that." Mr Long 
said. 

"We are prepared to pay a 



Long Yongtu: refusal to devalue 
shows China is responsible 

Dai Xianglong. central 
bank governor, said at the 
weekend that a trade surplus 
of S40ba in 1997 would 
shnnk to a "slight surplus" 
this year. 

But though China has 
made political capital in 
Asia, the US and Europe by 
holding firm against devalu- 
ation. most economists pisn 
believe that this stance also 
serves its own interests, at 
least for the time being. 


Economists said thaittf . 
China were to devalue,;# 
would probably exert 
sure on the Hong Kong dtA- 
lar peg, which is seen as one / 
of the cornerstones 
nomic stability in the tsii- 
tory. A relatively storing 
yuan also allows China to 
purchase raw material^ and- 
machinery relatively 
cheaply. • . . 

Mr Long also said a- enr- 
rent warm . phase .ttt-j.BS' 
China relations may alsc^be 
conducive to negotiations ■ 
over Beijing’s WTO^erittyf 
He added that although 
WTO accession was about 
fulfilling certain trade XT#* 
ria. it was also depende^fton' 
the “political will" of piotlci- 
pants. . ' 7 - . 

• China's vice-trade minis- 
ter. Shi Guangsheng, said 
China was concerned at fell’ 
ins foreign -investment - 
Inflows after yedr-bn-year 
contracted Investment fell 
29.36 per cent last year. 

Beijing would codify for* 
eign investment promotion 

policies decided at a special 
conference last December. 

Mr Shi said. 
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Africa 
trade bill 
comes 
under fire 

By Nancy Dunne in Washington 

A plan to boost trade and 
investment in Africa, intro- 
duced in Congress with 
strong bipartisan support 
and much fanfare, is under 
attack as it heads for the 
floor of the House tomorrow. 

The African Growth and 
Opportunity Act. written by 
Democratic and Republican 
members and backed by the 
Clinton administration, is 
aimed at countries willing to 
move towards democracy 
and free markets, and offers 
US trade benefits and invest- 
ment funding. • 

“Those nations willing HT| d 
able to pursue the most 
aggressive growth-oriented 
economic policies - princi- 
pally, by opening their econo- 
mies to the world market- 
place - are the ones most 
likely to be the engines of 
growth on the continent,” 
said Ms Charlene Barshef- 
sky, US trade representative. 

Proposals to remove quo- 
tas and tariffs have gener- 
ated apposition from the tex- 
tile and clothing industries 
and others. But not all crit- 
ics are protectionist. Randall 
Robinson, an Africa activist, 
yesterday said the bill was 
aimed at benefiting large for- 
eign private Investors and 
multinationals at the 
expense of “equitable” Afri- 
can development . 

“The bin assaults the sov- 
ereignty of African countries 
in. ways not present in our 
country's dealings with 
other nations,” he said. 
“[The bill] combines the 
worst terms of both the 
North American Free Trade 
Agreement, and .the. harsh 
International Monetary 
Fund structural adjustment 
programmes." 

The labour-backed Eco- 
nomic Policy Institute,, a 
Washington think tank, 
issued a paper warning that 
the bill would . encourage 
increased transshipments of 
apparel from flhma and else- 
where in Asa, simply touch- 
ing down at African ports, 
before being re-exported to 
the US. 


COSTS AND BENEFITS CAMPAIGNERS SEE CALL FOR ECONOMIC ANALYSIS AS BID TO PARALYSE EFFORTS TO PROTECT THEJ’UBUC INTEREST' 

Row hots up over costing health rules 


By Brace Clark Id Washtaglm 

Senior US legislators will 
this week attempt to force 
health and environment reg- 
ulators to take more account 
of costs and benefits when 
| they make new rules. 

The Regulatory Improve- 
ment bQl, due for consider- 
ation by the Senate govern- 
ment affairs committee, lias 
been attacked by environ- 
mental campaigners as a hid 
to paralyse efforts to protect 

the public interest. 


Libertarian economists, 
meanwhile, have argued that 
the bill does not go nearly 
far enough in disarming the 
agencies that set rules on 
medical, ecological and 
safety issues. Sponsored by 
Senators Fred Thompson, a 
Republican, and Carl Levin, 
a Democrat, the proposed 
legislation would increase 
the complexity of the eco- 
nomic analysis that 
would-be rule-makers are 
obliged to cany out before 
establishing a new standard. 


But unhke a previous ver- 
sion mooted in 1996, it would 
not call for a rewriting of the 
standards on air, water and 
safety which have been 
established over the past 
three decades. 

Opponents fear that even 
under the latest, watered- 
down legislative language, 
regulatory agencies will be 
so heavily burdened by tbeir 
economic analysis obliga- 
tions that they will hesitate 
to introduce necessary rules. 

An agency could be taken 


to court for failing to carry 
out the necessary cost-bene- 
fit and risk studies, but the 
courts would have the right 
to strike down a new rule 
only if they found it “ capri- 
cious or arbitrary”. 

Critics have said the law 
would make it harder to 
withdraw a drug or pesticide 
from circulation on safety 
grounds, while leaving 
unchanged the procedures 
for introducing products. 

Jonathan Adler of the 
Competitive Enterprise Insti- 


tute, a tree-market think- 
thank, said the bill had some 
welcome provisions but was 
too modest ”11115 bill does 
so little that it's hard to take 
the objections of the envi- 
ronmental movement seri- 
ously," he said. 

Debate over cost-benefit 
analysis and the environ- 
ment rose to fever pitch last 
year when Carol Browner, 
fbe Environmental Protec- 
tion Agency chief, pro- 
claimed tough new curbs on 
soot and smog which she 


said were necessary to pre- 
vent tens of thousands of 
cases of asthma and other 
lung diseases. 

She said cost-benefit anal- 
ysis backed up the new stan- 
dards, although the law 
mandated her to make the 
decision on public health 
grounds alone. But econo- 
mists at the American Petro- 
leum Institute challenged 
the EPA figures, saying they 
overestimated the amount of 
utility lost when people died 
from respiratory ailments. 


Republicans seek to stem 
split over Clinton inquiry 


By Gerard Baker in Washington 

Republican leaders 
yesterday tried to stem 
growing differences over 
how to handle the political 
fallout from the investiga- 
tion of an alleged sexual 
affair and subsequent cov- 
er-up involving President 
Bill Clinton. 

Signs of strain within the 
congressional leadership 
over the inquiry were hard 
to hide yesterday as Kenneth 
Starr, the special prosecutor, 
continued his questioning of 
the president's close associ- 
ates about the allegations of 
the affair between Mr Clin- 


ton and Monica Lewinsky. 

Trent Lott, Senate major- 
ity leader, said r emar ks he 
had made at the weekend 
that Mr Starr should con- 
clude his investigation soon 
were taken out of context. 
But he repeated his warning 
that the Lewinsky matter 
should be brought to a swift 
conclusion. 

“Is it getting to be a dis- 
traction in Washington and 
affecting the president and 
perhaps even the Congress 
in doing the people's busi- 
ness? I t hink we have 
reached that point” he said. 
He called on President Clin- 
ton to tell the truth quickly. 


But on Sunday Newt Ging- 
rich, the House Speaker, 
appeared to rebuff Mr Lott's 
call for an early end to the 
inquiry by urging Mr Starr 
to continue ft 
The differences indicate a 
growing unease among 
Republicans. If the special 
prosecutor eventually 
decides there is enough evi- 
dence Mr (Hinton broke the 
law, he is likely to present a 
case for Impeachment to the 
House of Representatives. 
The congressional leadership 
will then be faced with the 
dilemma of whether to press 
for impeachment or let the 
case drop. 




Trent Lott: seeking an end to Lewinsky probe Retire AP 


Samper close to victory in Colombia election 


By Adan Thomson in Colombia 

Colombia’s ruling Liberal 
party looked set to dominate 
Congress once again as the 
last votes in the congressio- 
nal elections were being 
counted yesterday. 

Initial results' from the poll 
on Sunday indicated that 
President Ernesto Samper’s 
Liberal party appeared to 
have won just over half of 
the seats in the Senate, 
while the opposition 
Conservative party had 
gained about a quarter. 

In Congress as a whole, 
the Liberal majority is likely 


to have some 60 per cent of 
the total seats. 

“The elections have served 
to reconfirm the Liberal 
party's hold on Congress,” 
said Juan Gabriel Tokatfian, 
investigator at the Institute 
of political studies and 
international relations at 
Bogota’s national university. 

In contrast to the previous 
congressional elections four 
years ago, when 67 per cent 
of voters stayed away, 
Sunday’s turnout was 
considerably greater. 
According to initial reports, 
abstention levels were 56 per 
cent 


But the greater turnout is 
unlikely to change the face 
of the country’s Congress. 
Some 85 per cent of Congress 
members are set to be 
re-elected, with only IS per 
cent made up of new faces. 

That will be a bitter 
disappointment for some 
voters who saw Sunday’s 
elections as a chance to 
purge the institution of 
deep-rooted corruption. 

But while the latest 
elections are unlikely to 
change Congress, a number 
of candidates running on 
Independent tickets 
surprised analysts by 
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winning over significant 
segments of public opinion. 

Independent candidate 
Ingrid Betancourt, running 
on an anti-corruption 
platform, was elected to the 
country’s Senate with the 
greatest number of votes of 
any candidate. She became a 
crusader in the fight to 
reform Congress when she 
spoke out against corruption 
as Congress acquitted 
President Samper of any 
involvement in the entry of 
$6m of drug money to fund 
his electoral campaign in 
1994. 

Another independent 


candidate, former journalist 
Maria Isabel Rueda, was 
elected to the House of 
Representatives with the 
second highest number of 
votes of any candidate. 

“Congress will remain 
largely the same as before 
but at least the Independent 
candidates have managed to 
change some of the nation's 
voting habits,” said Ms 
Rueda. 

From her new position in 
the House of 
Representatives, Ms Rueda 
aims to change the 
mechanism employed for 
financing political 


Frei and 
Pinochet 
discuss 
tensions 


By Imogen Mark and Reuters 
» Santiago 


campaigns in Colombia and 
replace it with a system 
which involves 100 per cent 
state funding of campaig ns. 

The campaign for 
Sunday’s poll has already 
prompted numerous 
accusations of vote-buying 
and coercion. 

Special agents from the 
public prosecutor’s office 
have arrested several local 
politicians on charges of 
vote-buying. In the northern 
department of Gnajira, a 
local politician was arrested 
on charges of buying votes, 
allegedly for $7.40 each. 


General Angus to Pinochet, 
Chile's former dictator, was 
scheduled yesterday to meet 
President Eduardo Frei 
before shedding his epaulets 
as army commander-ip-ctuef 
and tak in g up his unelected 
seat in the Senate tomorrow. 

Mr Frei will receive Gen 
Pinochet inside the La 
Moneda presidential palace, 
from where Gen Pinochet 
ruled Chile with an iron fist 
between 1973 and 1990 after 
ousting Salvador AUende, 
the socialist president. 

Presidential officials said 
the 20-minute meeting would 
deal with arrangements Tor 
today’s retirement ceremony 
and grand military parade to 
honour the 82-year-old gen- 
eral 

They will also touch on 
how best to smooth over 
s imm ering tensions sur- 
rounding Gen Pinochet's 
decision to become a life- 
lbng, unelected senator, a 
privilege he wrote into the 
constitution in 1980 for past 
presidents who bad served at 
least six years. 

The military high com- 
mand has strongly signalled 
its intention to continue 
playing an active role in 
political life by declaring 
Gen Pinochet an honorary 
general for life. It warned 
that any offence against its 
former commander would be 
taken as a direct offence to 
the institution. 

The declaration is under- 
stood to refer to various civil 
suits which have been 
brought against the general 
for his role in the disappear- 
ance of political opponents, 
and to the possible demon- 
strations planned for when 
he takes his Senate seat. 

Dozens of protests against 
Pinochet are expected today 
and tomorrow, organised 
mainly by leftwing parties 
and organisations that bore 
the brunt of the excesses 
committed during Gen Pino- 
chet's regime. Street demon- 
strations are scheduled in 
Santiago and Valparaiso. 
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ECONOMY ANALYSTS DISPUTE FIGURES 


Official data 
say industry 
is on brink 
of recession 



Sinn Fein signals Ireland compromise 


Gerry Adams has indicated that any deal 
may fall short of the traditional republican 
goals. John Murray Brown reports 


By Richard Adams, 
Economics Staff 


The manufacturing sector is 
on .the brink of recession, 
after figures for January 
showed another weak perfor- 
mance by UK industry. 

But analysts queried the 
accuracy of the data, pub- 
lished by the Office for 
National Statistics, saying 
the weakness was not 
reflected in other surveys. 

The Index of Production, 
which showed no growth in 
manufacturing output 
between December and Jan- 
uary. was released at the 
same time as other statistics 
suggesting that the UK's 

economy has slowed, with 
weaker retail sales, eco- 
nomic growth and few signs 
of inflation. 

But City of London econo- 
mists said the figures did not 
match the orders and output 
returns from surveys con- 
ducted by other business 
organisations. They say that 
while exporters are suffering 
from the strong exchange 
rate, domestic demand 
remains strong. 

Ciaran Barr, UK economist 
at Deutsche Morgan Grenfell 
investment bank, said: 
"Either someone hasn't told 


Manufacturing output 

Annual % donga In the 3-morth 
moving average 
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manufacturers that they are 
in recession, or the official 
figures are wrong.” 

David Mackie, an econo- 
mist at the JP Morgan 
Investment bank, said: “I 
think the manufacturing 
data is out of line with the 
surveys - and It's also out of 
line with just about every 
other economic indicator." 

The accumulating evi- 
dence will strengthen the 
hands of those on the Bank 
of England's Monetary Pol- 
icy Committee who want to 
keep interest rates at their 
current level. Bates have 
been on hold since Novem- 
ber. when they were raised 
to 7.25 per cent. 

The data may create a pol- 
icy dilemma for Gordon 
Brown, the chancellor of the 
exchequer, in drawing up his 
Budget to be delivered on 
March 17. 

According to the ONS, 
there was no change in out- 
put between January and 
December, but output fell by 
0.6 per cent in the three 
months to January, com- 
pared with the previous 
three months. The British 
Retail Consortium’s latest 
survey revealed a sharp drop 

in s pend in(T m onth 

• Mr Brown is expected to 1 
abandon his controversial 
£50,000 ceiling on invest- 
ments in the proposed Indi- 
vidual Savings Accounts for 
the estimated 300,000 inves- ' 
tors whose Peps and Tessas 
are worth more than that, 
Robert Feston writes. Peps j 
and Tessas are government- 
backed savings schemes 
which the ISA is due to 
replace. The decision, to be 
announced in the Budget, 
follows complaints from the 
savings industry that the 
ceiling would be impossible 
to enforce. 
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Geny Adams: declaring his hand. Retire: AP 


S inn Fein rarely shows 
its hand. But in a Dub- 
lin Sunday newspaper 
Gerry Adams, the party pres 
ident, came close to defining 
what it wants to see from 
the Northern Ireland peace 
talks. 

Mr Adams signalled - (n 
what is being seen as a key 
policy statement - the par- 
ty's intention to be part of » 
deal Sinn Fein is tbe politi- 
cal wing of the Irish Republi 
can Army. 

He also conceded in stark 
terms that what is agreed is 
likely to fall short of the tra- 
ditional republican goal of a 
united Ireland. 

This represents a signifi- 
cant compromise for a party 
which not long ago publicly 
espoused the legitimate use 
of armed struggle and 
entered negotiations only un 
the basis that a united 
Ireland was achievable. 

Some of the hardline 
republican rhetoric is still 
there. But Mr Adams says 
what “the vast majority of 


nationalists want is a demo- 
cratic agreement which tran- 
scends partition and which 
makes a difference to them 
in their daily lives". 

Sinn Fein has been 
accused of not alerting its 
followers of the likely shape 
of a settlement. But govern- 
ment officials in the Repub- 
lic of Ireland are confident 
that Sinn Fein is now "in the 
market for compromise". 

In highlighting the “transi- 
tional" nature of any consti- 
tutional deal struck at die 
talks. Mr Adams is seeking 
to shift his followers' atten- 
tion to the equality agenda - 
policing, fair employment 
and prisoners. 

“Even while there is dis- 
agreement on the shape of a 
new Ireland there should be 
agreement on the peace 
objective or making tbe 
island a better place for all 
the- people who live here,” be 
says. 

Just to countenance tbe 
possibility of internal reform 
is a big change for a party 


which traditionally 
have seen the Northern 
Ireland ‘‘statelet'' as a cor- 
rupt unreformabte sectarian 
society - where any talk of 
promoting equality would 
have been dismissed as 
"doing the Brits’ job for 
them”. 

Republican deliberations 

are. as ever, painfully slow. 
Such is the cumbersome 
command structure of what 
is still a very secretive 
organisation. But this latest 
declaration represents a 
carefully calibrated attempt 
to appeal both to hardliners, 
some of whom would have 
misgivings about the talks, 
and to the broader national- 
ist community - in Ireland 
and in the US - which wants 
to see tbe party compromise. 
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The two killings, wmen 
prompted Sinn Fern's expul- 


Eon frmn the talk, will have 


T he party opposes any 
dilution of tbe all-island 
definition of the national 


I definition of the national 
territory in the Republic of 
Ireland's constitution. But in 
calling for “balanced" 
change. Sinn F6in is implic- 
itly acknowledging that 
amendments to the constitu- 
tion will form part of tbe 
compromise. 

Mr Adams emphasises 


qu^ions about toe 
unity of the IRA. But offr 
cials believe it is unlikely Mr 
Adams would have gone out 
on a limb without first 
agreeing it with, bis mitomy 
wing, in declaring the par- 
ty's hand. Mr Adams 'would 
appear to be signalling be is 
lessworried about a split m 
tbe movement over the par- 
ty's tactics. 


Companies are told of pension funds shortfall 


By Christopher Brawn-Hames 
to London 


Up to one in four UK 
companies may be forced to 
put more into their pensions 
schemes following the aboli- 
tion of tax credits on divi- 
dends. The shortfall could 
reach £Shn ($&4bn), actuar- 
ial consultancy Bacon & 

Woodrow warned yesterday. 

It said the problem 
stemmed from lower-than- 


expected dividends, pushing 
many schemes below the 
minimum funding require- 
ments {MFRJ set out in last 
year’s Pensions Act. Returns 
have been cut by the aboli- 
tion of tax credits in last 
July's Budget and by soaring 
equity markets. 

Richard Whitelam, Bacon 
& Woodrow partner, said: 
"Many finance directors will 
be surprised by this. They 
will think they had a jolly 


good year because of rising 
asset prices. The reality is 
otherwise." 

British Telecommunica- 
tions. ICI and BG and Cen- 
trica (the two arms of the 
former British Gas) are 
among the larger companies 
believed to have a potential 
funding problem. 

Bacon & Woodrow said its 
findings showed the MFR 
formula's inadequacies and 
the need for change. MFR is 


based on the gross dividend 
yield of the All Share index. 
Bacon & Woodrow believes a 
formula linked to gilts (gov- 
ernment bonds) would be 
better. Mr Whitelam said: 
"The current formula takes 
no account of changes in UK 
corporate dividend policy. It 
makes no allowance for 
share buy-backs, special divi- 
dends and foreign income 
dividends." 

The underperfonnance at 


companies which invested 
significantly in overseas 
equities last year will have 
been greater. Bacon St Wood- 
row suggested. This is 
because overseas markets 
generally performed less 
well than UK shares. 

It believes that a typical 
pensions scheme, which 
should be 60 per cent 
invested in shares. 20 per 
cent in fixed-rate gilts and 20 
per cent in index-linked 


gilts, would have needed a 17 
per cent investment return 
to match its MFR liability 
increase. In fact, the median 
return over the nine months 
was 11 per cent. 

Mr Whitelam said that 
although there was no 
immediate pressure on com- 
panies to make good the 
shortfalls, companies were 
bound to be worried about 
the outcome in a year when 
share prices did well. 


Germ war research centre to set up science park 


By CQve Cookson, 
Science Editor 


Editorial Comment, Page 19 


The UK's centre for germ 
warfare research, at Porton 
Down near Salisbury in 
southern BngianH, is setting 
up a science park. Several 
biotechnology companies are 
expected to move to the site 
to take advantage of Porton 


Down’s superb scientific 
facilities. 

The first tenant, a cancer 
research company- called 
Aepact is already convert- 
ing the former officers’ mess 
into laboratories. 

Tbe priority was to attract 
British companies, said Paul 
Taylor, director of Chemical 
and Biological Defence Por- 


ton Down. Careful security 
checks would be mada "A 
Libyan biotechnology com- 
pany would not get a place 
here, nor would Saddam 
Enterprises," Mr Taylor said. 

The project is pari of the 
Ministry of Defence's policy 
to increase technology trans- 
fer between its research 
establishments and industry. 


Mr Taylor said Porton 
Down wanted to give people 
"controlled access to our 
facilities and to our intellec- 
tual property”. 

Porton Down's 350 scien- 
tists work across a variety of 
disciplines. But most are in 
branches of chemistry and 
biology, developing systems 
to detect and defend against 


rhpmipai and germ weapons. 

Researchers recently pro- 
duced an effective oral vac- 
cine against plague. They 
are also using firefly 
enzymes to develop a biolu- 
minescent kit for detecting 
biological agents - which 
could help trace contami- 
nants in food processing. 

Porton Down’s facilities. 


including animal testing and 
Europe's most secure con- 
tainment laboratories for 
dangerous germs, go beyond 
those normally available to 
young biotechnology compa- 
nies. Some companies may 
also be reassured by the 
security because Porton 
Down is guarded by Ministry 
of Defence police. 


BUSINESS SERVICES 


BUSINESSES WANTED 


Angers, Levin & Battz 

Cost Effective Representation 
of Global Clients in US. Courts 
U.SA offices in New York, 
New Jersey, Pennsylvania 
908J06J500&CX1900 
Email: A3 j r@angcralaw.com 


SWITZERLAND 


Incorporation and 
ad mini stration of swiss and 
foreign companies. 
Mail - Phone . Fax services. 
Bank introductions. 


INTERNATIONAL TRADING COMPANY 

Currently specialising in the supply and sale of agricultural 
and Osh products wishes to expand and seeks to acquire and 
JV with other distributors and traders with established 
business and turnover Stg 1 to 20 million. 

Write to: Boat B8798, Financial Times. 

One Southwark Bridge. London SE1 QHL 


THE DTTAWATREATY TO 
BAN LANDMINES. 


OPTIMA FIDELITY SA. 


TELECOMMUNICATIONS 


PO Be* 3521, CB-1211 Genera 3. 
■Ms 4U2 319MW F«= 4U2 3IMM3 


ACQUISITION/MERGER 

SOUGHT 


DIVORCE OR 
CREDITURE PRESSURE 


Hjgh quality production 

hul. r i^ an I t tp f jn j 

company seeks expmica by 

acqwrrinop or raetgec 


Small to Medium sized 
manufacturing/service 
companies required 
to compliment existing 
group. 


WILLYOUR GOVERNMENT SIGN? 
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• ttofflaa unjoin 


t jM: 1.206.284.8600 
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Either business or personal. 
. your assets can bc ltgaUy ' 
’••• protected! 

For total, confidential hud 
‘ free information on how 


This lystmi e ngi n e ering tp tcit liu 
e m bra c es mechanical, electronic 
and software abilities. 

- BJuetAjpdiena. 1 _ 


Insolvent companies • 
especially of interest as 
cash funding/support is available. 


Outright or part sale 
considered 


' -Rep(y tt>Bo« BS749. HoaoqW' 
1teea.OaeS(Wb«arit 


Tek 0171 491 2254 
orMobBe: 0467 251726 
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444(02187X0040 
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CONTRACTS A TENDERS 


INTERNATIONAL TENDER 


r *Mt of oar tantalum 




r-V r. 


to Tender 


Vmtemal Audit and 

’ « “ 



QCA am# i&xdd&k* the ptovWaOfpf I 
and Related Services Jor an initial pcrto&jh 
an option to extencfvfor a total of 3 -tom 
will run from 1 May 1993 and' will 


C. c* l’ ,:: 

1 •- p '• 


a^cl!D s 


CLOSING DATE 183.1998 


Final date for despatch of invit 
will be. 20 March 1998. Thej 
completed tenders will be id 
1998. Tenders will be operaSI 


OFFICE EQUIPMENT 


Tender spedfkztic 
obtained from sag 
Road. IxindqnJSwL 




HUGE DISCOUNTS ON 


It ranks among the cruellest inventions 
of all time. 

The landmine. A device that not only 
terrorises communities, but kills or maims 
over two thousand men, women and children 
every single month. 

But the pain and suffering of these victims 
and their families has not gone unheeded. 

The International Committee of the Red 
Cross, along with many other organisations, 
lias been working tirelessly to bring about 
an end to the carnage. These efforts are now- 
beginning to bear firuit. 

At the United Nations General Assembly 
last year 155 countries gave their support 
to a total ban on anti-personnel mines. 

^ In Oslo an international treaty was 
^ drawn up culiing for a complete ban 
W on these weapons. 

And this December the Canadian 
Government is inviting all the OTUIltries Qf 

the world to Ottawa to sign this 
banning d.e production, use, export and 
stockpiling of anti-personnel mines. 

Millions of landmines have been laid AU 
WCMkisf ° r192 P«» » be picked up. 


You want to advertise in the Financial Times. 
For further information please contact 


Direct from IlDwuFwrnmER 
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Melanie Miles 44401718733349 
Marlon Wedderbum 
44401718734874 


09-73 TfertMkT* ROari 
LondnvSCUC 


Tel: 0171 831 6678 
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BSE PROBE DPjENS JUDGE DEMANDS THOROUGH INVESTIGATION 

‘Mad cow’ inquiry 
granted extra time 


UK 


By Afisoo Maitland Id London 


The Judicial public inquiry 
into BSE - or “mad cow dis- 
ease" - opened yesterday 
and was immediately 
granted an extra six months 
to report its findings because 
of the mass of evidence to be 
sifted and heard. 

Sir Nicholas Phillips, the 
judge chairing; the inquiry, 
said It could not be com- 
pleted in a year as the UK 
government had wanted. 

“1 am not prepared to con- 
template a superficial. report 
which would disappoint the 
many people who rightly 
expect this inquiry to be a 
thorough one,” he said. 

Jack Cunningham, the 
agriculture minister, swiftly 
agreed to the request and set 
June 30 1999 as the new date 
far the inquiry to . report to 
ministers. He announced the 
inquiry- last December to 
investigate the emergence of 
BSE epidemic in the UK and 
the effectiveness of the offi- 
cial response to this and to 
the risk to humans in the 
form of Creutzfeldt- Jakob 
Disease. 


(CAST tjtJUfc WNDfiftCfc, 
WJU., TOW 

, OCTOBER 17 (983. 



Sir Nicholas said he had 
come to appreciate “the true 
scale of. our task” only in the 
past month. Five govern- 
ment departments were 
involved with BSE over the 
10 years leading to March 
1996, when the government 
announced the probable link 
between meat contaminated 
with BSE and the new vari- 
ant of CJD that has claimed 
23 young victims. 

The inquiry team has 
already contacted more than 


NEWS DIGEST 


US FLIGHTS 


BA wins final Atlantic 
route under air treaty 

British Airways yesterday-won its battle against Virgin Atlantic for 
the right to the Last route available under the UK-US aviation 
treaty. The UK government’s transport department upheld a ded- 
aon by the Civil Aviation Authority to allow BA to fly from London 
tatwick airport to Denver, rather than permitting Virgin to fly to 
Las Vegas. Robert Ayilng, BA’s chief executive, said that while he 
welcomed the decision, fliere should be room far both airflnes. 'It 
is a shame so few licences are available to fly across the Atlantic. 
As pwt of our proposals to forge an alliance with American Air- 
foes, we are calling for liberalisation of the bilateral treaty with 
th« US. This would mean many more routes and many more air- 
foes being abfe to provide services for transatlantic travelers,” he 
said. KBcharrf Skapinker, London 

EXPORT PROMOTION 


’Computer dating’ planned 

The government' is tcrtaunch an fnternet-basetf “corporate com- 
puter-dating agency" to Help put UK exporters jn touch with over- 
Jseas sales opport^^' 'CkjmparteB wBl get access to leads 
(passed on to the governments export Intelligence service by UK 
j embassies and hlgK commissions. Tbs service is to be run by 
i Dialog Corporation, ‘the online date group formed from the take- 
-over by Maid of Knight Rfodar Information. It wW replace an axist- 
jing service run by Praflnk, a stfosjdtaiy of.Cabte& Wlrelesa - 
; Although die National Audit Office concluded that it offered an 

' effective service, only about 3,000 have signed up out of the 

■ UK’s 100,000 exporters. David Wigbton, London 

! SMALL BUSINESSES 


Overseas sales encouraged 

The gmemnient Is to go Into the package tour business to_ 6yto 
persuade more small businesses to export For only ESS P«|. 
plus travel and accommodation, small buaineto ownera «™Bot 
expertly guided tours to targeted countries or trade ters_lhe 
scheme,^ called Export Explorer, wiU be launched in the next few 
weeks Mrs Barbara Roche, the small companies minister^ te to 
- be given £1 m ($1 .7rh) to subsidteB it. Th^ fours^era^to 
be taraeted el nearby export markets such as the Netherlands, 
FranSarS northern Germany. Mrs Roche sak* “We are 
ITfiret-time exporters and win be offering a programme of basic 
handholding. 7 ’ ten HamWon toy, Manchester 


retailing 

^Expansion outstrips demand 

piddns up 

to open by 1998, followed by a further 5m sq 
sq ft [net! forecwtroop^^ orecficts out-of-town super- 

)' ^^Ih^^XHisuitancy predicts that 

i shops - which are dedining at a rate of about 

rSccelerate “in the widening number of 
1 faceadfrect c^e threat from toe grc 

J eery multiples". Peggy HoBtefl"; U>ndon 

CAR INSURANCE - 


100 scientists and 300 gov- 
ernment officials and minis- 
ters. It bas received hun- 
dreds of letters and phone 
calls and has collected more 

than 300 scientific articles. 

Sir Nicholas promised "a 
far more thorough investiga- 
tion and consideration of the 

evidence than anyone has 

been able to undertake 
to date.” 

David Body, a lawyer for 
the CJD victims' families, 
said those responsible for 
giving advice and making 
decisions throughout the 
BSE saga “should be made 
accountable." Speaking of “a 
human catastrophe”, Mr 
Body said the inquiry should 
establish wby no action was 
taken when warnings were 
given about the threat to 
humans, and why the sub- 
sequent precautions were 
inadequately enforced. 

• Household consumption 
of beef recovered by 9 per 
cent last year after falling by 
17 per cent in 1996 because 
of the BSE crisis, according 
to the government's national 
food survey, released yester- 
day. 


Warning over profits 

In tire w a 'ons-t 0 ™ 1 low 

new* i * technology and 
after fixes haHXia prolonged down- 

. of General Acddent, sad the ^1- 

tum. Bob Scott, tende d to drive prices would 

^swrn^inpro^^BW irt ^ markBtihasaid . tt* s 

cease. There wss - said Mr Scott, who Is to 

increasingly tfiff S^2ibJ S m^er planned between GA and 

- t^tophar Adams, London 

national LOTTERY 



Former foreign secretary 
returns to political stage 


Rrfkind is elected president of Conservatives 
in Scotland and will chair policy forum 


By James Buxton 
in 


RHkind: "We must dare to differ". Picture: Mateotm Watson 


Sir Malcolm Rifkind, the last 
foreign secretary in John 
Major’s Conservative govern- 
ment, is set to become the 
most prominent figure in the 
Scottish branch of the party. 
He was elected president at 
the weekend and will chair 
the forum which will devise 
its policies. 

Sir Malcolm lost bis seat 
in the general election along 
with all the other Scottish 
Conservative MFs. He has 
since begun a business 
career, becoming director of 
international strategy at the 
oil and gas division of BHP, 
the Australian natural 
resources group. He is also a 
non-executive director of 
Ramco, the oil company, and 
of Foreign & Colonial’s F&C 
Emerging Markets trust. 

His election as president of 
the party means, he can 
swing into action immedi- 
ately, whereas the party’s 
new chairman and deputy 
chairman will not emerge 
until the annual conference 
in June. 

At a special conference in 
Dundee, In eastern Scotland, 


to adopt a new party consti- 
tution, Sir Malcolm said he 
intends to stand again for a 
Scottish seat in the House of 
Commons rather than for 
the Scottish parliament, to 
be elected for the first time 
in May next year.. He said 
the Scottish Conservatives 
accepted “not just the letter 
but also the spirit of the new 
United Kingdom, which is 
coming into existence [with 

the Scottish parliament] and 
we will fight to make it suc- 
ceed". 

He said: “We should be 
willing to argue for more 
devolution when it Is clearly 
in Scotland's interests. We 
should dare to differ from 
colleagues down south if 
that becomes necessary." 

Sir said the head 

of the Scottish executive, to 
run Scotland when the par- 
li ament comes into opera- 
tion in 2000, should be called 
premier or prime minister, 
rather than first minister as 
the government intends. 
First minister "sounds like 
something out of the poht- 
huro of the old Soviet 
Union”, he said. 

• The reform of Scotland's 
land owning system may be 


one of the first measures 
enacted by the Scottish par- 
liament, according to Lord 
Sewel, a Scottish Office min- 
ister. He said land reform 
was needed on the grounds 
of fairness. 

Lord Sewel, speaking at a 
conference on land reform, 
gave few Indications of what 
the government's policy 
might be. However, his 
remarks suggested measures 
were unlikely to include 
wholesale redistribution of 
Scotland's big estates. 

Land ownership is an emo- 
tive issue in Scotland. 
Research showed in 1996 
that -3.9m ha - half of the 
country - was in the bands 
of 608 landowners. The sale 
of big estates to owners from 
outside the UK and cases of 
landowners misusing their 
property and maltreating 
tenants frequently cause 
outrage. Lead Sewel said the 
question of who owned the 
land was Important, but be 
believed it mattered more 
how the land was used. He 
said. “We can all call to 
mind controversial cases 
which have involved foreign 
owners," he said. “But 
equally there have been 
cases of controversy where 
the owner was Scottish to 
the core.” 


GTech submits assurances 

^foeUS cbn^vri^ has been asked to 
The board of National l**** 

prtwfl it te fit rp be hwoh/eo m ^ questloning by John 

Expected to % to Brital n ' of the meetings emerged 

• Stoker, the assurances on its business 
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Reduced environmental impact 
Reduced space requirements 





At Mitsubishi Electric we know that you can't compromise the imagination. Our commitment to the power of the imagination has allowed us to develop o 
revolutionary new slim TFT LCD monitor Itfflt mokes it ensy for you to downsize ^without empmise. Now. you con I hove ttespnee : youneed to workcomtably 


end the lufscreeu performed you need to bring your ideas tolife Full, ^pliont with TC095 stooebds for sofety oral H* new ITT LCD 
monitor defiveis oH the beauty intense colour, and sheer clarity of today s finest hi^scraen monitors, yet takes up only 37 % of the installation space required by 
a conventional 1 7-inch CRT display- The Mitsubishi Electric TH LCD Monitor range — the simplest answer to today s advanced computer imaging requirements. 
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S ituated in the centre of the Mediterranean Sea and astride the major 
shipping lines, the Port of Valletta with its historic and unique 
fortifications dating from the Knights of St. John (1530 - 1738) fs earmarked 
for major development in the maritime leisure activities focusing on cruise 
lining and ancillary activities. 

In recent years the Mediterranean has witnessed unprecedented growth as 
a major cruise destination, second only to the Caribbean both in terms of the 
number of cm be passengers as well as in the number of cruise liners calling 
In the region. The Port of Valletta offers a unique package which raters 
equally well for both the needs of the passenger in terms of tourist 
attractions as well as cruise companies* logistical requirements.' ' 

The main objective of the project is to develop a maritime leisure area 
based on activities revolving around tha cruise and ferry passenger market 
The main highlights of the development envisaged would include an 
international cruise passenger terminal. Ancillary activities could indude 
extensive duty-free facilities, catering, retail entertainment and commercial 
establishments. The project area would Include a public promenade 
continuous along the waterfront and the rehabilitation and re-use of 
historical buildings. 

Further details may be obtained by contacting: 

Tha Chairman 
“Valletta Cruise Terminal 
Development Steering Com mi ttee* 
e/o Malta Maritime Authority 
Maritime House. Lascaris Wharf, 

Valletta - maita 
Tbl:-t<3U) 250960 
Fax: -K3 56) 250365 

The doting date tor official lu ghtiatf on of Interne ta 30th Aprt 1398. 


WANT TO EXPORT? 


EXPORT CLUB BRINGING 
BUYERS TO THE UK. 

Want to meet them? 


CALL: 0171 357 9497 


BUYING OUT/IN? 


9Je ne experienced at negotiating transactions md raising the souaued fanner 
required >o buy out or imo businesses »iih turnover m excess of £1 million. 
If you are thinking of a management boy out or buy in. Ik well advised. 

Talk to David Dm or Subhash Thaknr an 


Blackstone 

Franks 
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IMMEDIATELY AVAILABLE FUNDING 

♦ Substantial funds available for asset financing and re- 
financing for both pr i v at e individuals ««l companies. 

We lend against any realisable assets of high value such as 
property, jewellery, paintings, antiques, quoted share 
portfolios, etc. 

♦ Our specialist property division also provides bridging 
facilities for residential and commends! property transactions. 

Any viable proposition considered 

IMPERIAL CONSOLIDATED ASSET FUNDING LIMITED 
Telephone: 01472 399806 


Total confidentiality assured 
We vc principal leaden 


€ 
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Former Chief Executive 

of major advertising agency offers grey hairs and wisdom, 
business development skills, creative resources and 
wide management and marketing experience to 
companies needing weight without overhead. 

From a day a month. 

Write to: Box B4692, 

Financial Times, One Southwark Bridge, London SE1 9HL 


Fir bndortc ad hwut&ar 


PtpaanZu, Dbtao r 
i I NTERNATIONAL COMPANY 
SERVICES (UK) LIMITED 
JStandbrook House, 2 -5 Old Bond St., | 
London, W1X 3TB. 

Tel: +44 171 493 4244 
Fax: +44 171 491 0605 

E-Mai: uk-info@icsl.com 
h ftp y/vww jcdxom 


Group of Private Owned Properties 
for sale 

Mixed portfolio of offices, shops and industrial producing rental 
income of approx. £3m pj. Vendor wishes to sell to progressive 
pio p crty/ipv cum e m company for part cash part quoted shares. 
Principals only apply to: 

Tb» Chatman, Boa BS757, Ftarecal Times. 

One SouDnrarii Bridge, London SEt 9HL 


Cardiff 

City 

AFC 

Limited 



Equity partner 
required for future 
expansion. 

For further information please contact 
Paul Dolan at DetaWa & Touche. 
Blenheim House, Fftzaian Court, 
Newport Road. Cardiff CF2 ITS. 

Tel: 01222 264331. 

Fax: 01222 482615. 
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PUBLISHING 




Exit / Derdopmcnl Opportunity 




OurcSant Is a fisted cotrpsny 




adMy seeking to aqarid tfiair 
puhlatiTfl lutaresta. 




Jf you arse 




• aprinripriotcuajaapubtohar 




- trava atwiinass with a current 

■j..Lr «stoa bahraeri £ 1 m and £20m 

7 would be Intarertad tn aqto® 




- rther an axtt or, coovarariy, 




- -a dauafaprsare opportune 
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MartiBXMrer or Arewbal Varakar 

TsL>.V 44-(0)1 270-503553 
Fax.' 44 -(0)1279-460158 

' Email. nun 
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For 

Mergers and Acquisitions 
In 

Global Transport 


LE 



MtrpmC hnUta 
Tim Clary 

Triangle Management Services Ltd 
10 ftrai Reed. BcacojBfieJd 
Bucks HP9 2LH.UK 
Td: 444(01 1494 678000 
ft* +44(0) 1494 678888 


PROJECT AND COMMCJICUU turning 
available to UK and l marnailonal 
eflema. Anglo American Group Pie. Tel: 
01924201 385 Fax: OJB24 201 377 


Dealers 

wanted 

We ate looking for dealer' in the 
fields uf philately and inwv- 
ment counselling rtw. to xll dia- 
res (total issue of 1 .000) in the 
world’s most valuable culkctno 
samp. 

Attractive commission package. 

For more information about 
this unique proposal, please 

contact 


COLLECTION, 

ml 

28, Arrulicgadc 

12*16 Copenhagen K. Denmark 
Telephone *45 33 33 Si 70 
Telefax -45 33 33 78 66 
wwwjtamp-collectii.in.com 





siafjli. 

sale of surplus stock 

„r soft Orthopaedic Ooois sni 
Braces, and some Wheelchairs. 

UK market value in excess of 
£ 1 50.000. To ensure a quick 
no reasonable offer refused. 

Enquires to Bn. N. B576J. H...CUI «— • 
On. snnth.nrt ^rilee. t"- 1 -" SE1 9HL 

% 


SEED CAPITAL 
INVESTORS 

sought for highly qualified 
dynamic biotech pharma, 
software, early stage co's 
with potential to list 
within 2-5 yrs. 

Call Karen Taylor 
0161 228 6791 


Management Buy-Out 
I What is your company worth? 

PC qseadAcet vaticicn model, as wed 
by vomre opinHss. £4W5 + VAC 
fix bather drools coraact 
BpdfrVialnalhnhul 
aaerasrSM. Laxfaa WiX WE 
Us 0171-917961 1 ftc 0171 -9176002 
WMe lqdlrewww^uswA 
Ihplrellyte&aijta 
nd Enca Autfmfcy 


GO PUBLIC IN U A 
Public Shdb , Trade on Stock Exehayo 
T (310) 556-6820; F (310) 556-6823 
wwwJBKLxon Email: 


aspiring 

millionaires 

Call and Listen. 

Not MLM or franchising. 

Call 0181-236 4477 


Channel Islands & Worldwide 
Offshore Company formations 
& Administration. 

Foil Services 

For tre« into row bon contact 
CROY TRUST LIMITED 
Z-* Floor, 34 David Place. 

St Hebn Jersey IE2 4TE 
Xisk U>l53r) 678774 Fan: 101534) 35401 


Partners Companies 
SOUGHT 
We cao develop new 
ELECTRONIC PRODUCTS}* 
innovative re-design for 
quality & cost improvements | 

Fax: +39. 2.795246 


INTERNATIONAL 

AIRCONDITIONING 

COMPANY 

Locrtng for strategic fanner to 
marvel urWXua WgWoeft <xntr^ BiT 
condioonng system ln UK and Europe. 
as hjcwcal raWrip & s^Jport 
supplied Capual rec^nred E*50J»0. 
High profit margin. 

Fax; 0171 242 1156 
Aft: D.VEversal 


Major Supermarket 
Approved Packing Factory 

(dry foodstuffs) 

require additional throughput J 
or would consider ulcAnerger. 

Write lo: Box B3407. FtaondriTInita. 

One SomhMf* Bridge. Loudon SKI UHL 


MILLIONAIRE MINDED? 

Potential six figures 
1 st year income. j 

j 

(Not franchising or MLM i 


Call free & listen. 24hrs. 

0800 018 0031 


To Advertise in the 
Business Opportunities 
Section 


Please Call Marion Wedderbum 
on +44 0171 873 4874 


BUSINESSES FOR SALE 


MOSELEY 
FOOTBALL CLUB 
LIMITED 

(In Administration) 

Professional Rugby Club, 
Moseley, Birmingham ... 

The Joint Administrators, WJ Kelly 
and GS Johal offer for sale as a going 
concern the business and assets of 
Moseley Football Club Limited. 

• Professional Rugby Union Team 

• Allied Dunbar Premiership 
Second Division 

• Established 1873 

• Turnover approximately £700,000 

• 24 professional players on contract 

• Successful “Colts” Youth Team 

• Well established supporter base. 

For further details contact John Kelly 
or Fraser Grey on 0121 212 4999 
at Buchler Phillips, Ne water House, 
11 Newhall Street, Birmingham 
B3 3NY. 



Buchler Phillips 

RECOVERY AND RECONSTRUCTION 




FRANCE 


TELECOMMS EQUIPMENT DISTRIBUTOR 

Located in NX. France with good distribution of cordless 
telephones, corded telephones tod answering znadrioes to most 
major Freoch retailers, supemutikctj and hypermarkets. 

New. 10X00 sq. ft. freehold premises well located adjacent to 
Aowfcntt A16 in easb reach of Para, Brussels, Amsterdam and 
other major cities. 

For further information please co n tact Colin Aanmaon Oft 




01707-372372 (td) 01707-372529 (foe) 
CPAaronson@Compuserve.Com (EMail) 




FOR SALE 

EX-MERCEDES DIESEL ENGINE PLANT 

Formerly used in the production of 2,4 litre, 

4 cylinder diesel engines. 

Either as complete manufacturing faefflty or as 
Individual component Ones. 

INCLUDING: 

CYLINDER BLOCK UNE 
CYLINDER HEAD UNE 
CRANKSHAFT UNE 
CAMSHAFT LINE. CON ROD UNE 
FLYWHEEL LINE 

For colour brochure and viewing arrangements 
please contact 

//2WG 


) 7. CH-3178, 
Bostngan. Swtzartond 
Tat -+^4TJ31 7406060 . 

Free 3T 7406070 
ErosSX pnoacfcatfzMgjcocn 


IlfVIT’IU 

omca 21. AcMooa DuMIng 

224 Arch. Makarios « Avenua 
3030 Limassol, Cyprus 
Tel: +(357) 5 340838 
Fax: -*-(367) S 340827 
EmtS: oairy 0 jjsk.com.cy 


L. 


j Oa ttx iretnwww- of 

£1 LAD6ROKE CROUP PLC 


.Wo;: GI.V^^rra: 


•ftqiogfbJt eia rfHtt w boddowtotBtXDnwygtvptt ■ 120 m war lenrtjj 
bedroom • Uyr cpro ptn bat bey, mwt Jf>d jpmrt nxm 
•S us tfe i r ata a r ro iy i«ae hdocc trim owe -T O iwfwi 000 
G4JOOOMO - LOag leasdboid. 

Ioaadua HR BriScoiOtireTriOl 17974 4566 WFTR 


- 


■Sriaualti coafancr onmmti tmd dose to M) rooccr»ij. 

* 1 R to jwr bf+xare. • Rat kxxgc ratw« 5 revtiner r feocoon raona 

-tadoortaswrcwOT -T 0 W7 E2_TSfc£00 
Offers a excess of CS2SOOJDOO - Ltreg UastboU. 
MM>Ut«.W)KfMaROare.'M0l4626444« WFTJS 44HXS 

h o ttittoe cnM2^iaoct»>ry ■ 

Mma*. -Fag4f{**j&jbie -Egap^flawfcwnreaarfbarquftw s; (a ftx s 
-Or patting US3)> *T 0 |W n.WVWl 
nOLTSQjOOO - FreefaoU. 

Insy (can Intrioa OSctfAOl 7 1 221 OTOO RriFTl 577tfl 

Forfariker deraMrpIcarr man tbe Uhfaho! office or for pvep 
mqniie> plcwg coaoct Shnwa Magbo. L oa doo Oflkr 0171 227 0700. 


CIIKISTIK &C2 


ScTrvm*ScVMJjscs Si Agents 


CORPORATE HOTSPITALITy 
BUSINESS FOR SALE £80,000 

A blue chip dtent base offering consider able repeat 
business at prestige events tfcoid make ffus a very 
attractive adcEtfcn to an existing business seeking to 
increase evorne or expand its field of activity 

VMtt is Bex 9S7H r ntmdal Tbao, 

Owe S s wtiiwu fc Bridge, LwttfcmSElWL 


TRU ARCHITECTURAL 
UMOED 

(In Administrative Receivership) 

The Joint Administrative Receivers, 

Robert Hunt arid Richard Rees offer for sale 
the business and assets of Try Architectural 
Limited. 

• Manufactures and installs aluminium and 
PVCu windows, doors and curtain wailing. 

• Operates from 40,000 sq ft leasehold 
factory in Telford, Shropshire. 

• Annual turnover of approximately £10m. 

• Good quality customer base focusing on 
Local Authority refurbishment 

• Forward order book of approximately 
£1.5m. 

Interested parties should contact: 

Robert Hunt or Jeff Swann 
Price Waterhouse 
Cornwall Court, 19 Cornwall Street 
Birmingham B3 2DT. 

Tel: 0121 200 3000, Fax: 0121 200 2464 

Price Vfaterhouse 0 

Tftrj ariwftrMfneot has been approwd try Pr*e Watfriipas*. 
a tan artfax uw4 by tfw fcistinrta of Charmed XccaooCsna or 
England and Wales to carry on kwestmaot busowss 


Building Products Company 
FOR SALE 
South of England 

A (pecialis trade manufacturer of Window Door and Gmtervatory products, 
*eU established with good m anag e m ent and excellent growth prospects. 
Turnover to April 98 circa £4 miTlicn wiih profits of £350.000 before tax. No 
bank borrowings and solid balance sheet. Often on £2 million. Principle 
shareholder wishes to retire. 


Priori pals only ptezse lo: Box B5752, 

Ftnancfal Timex, One Sonlbwnrk Bridge, London SKI 9HL 


Mobre Telecommunications Business 

WITH 20 YEARS EXPERIENCE IN THE MARKET 

Distributor for cellular air rime and radio paging asd a divers* 
range of other telecommunication product*. The company his a 
Uxjee- long-standing customer bue and a number of retail outlets 
strategically placed in Scotland and a skilled long-term staff with 
service and engineering aWSty. Good growth in turnover and profit 
in exces of industry standard. 

Write to: Sox R5755, RnsncixJ Thne*. 

One Southwark Bridge. London SB1 Wl 


FOR SALE 

2 Budd ings in Haricy Shred, Uwt for 999 yea rs 

Consists: 23 CoosatangRooitt-feny equipped sad ftunlahed. 
i Operating Theatre*. X-ny. ECO, 

Treadmffl aod other mathcal fed Wes. 2 Penthoure, 


Please call: M AJgbouJ 
Tel: 01.71 224 0986 Fax: 0171 224 0985 


knight M 
I ranK 


Gloucestershire 
A Grade R fitted Georgian town 
boose, bcantUWly equipped and 
converted into a private Ladies 
Henftfa and Beauty Spa. 
Restaurant exercise suite, 
gynsshnn, 3 beauty treatment rooms, 
indoor swimming pod, sauna 
and steam rooms, lounge. 

Private car park. 

Par safe n* a phs concent. 
Knight Frank Exeter. 61392 493 10 1 or 
Knight Frank Grtncnar, 01285 659771 


MANNED GUARDING 
SECURITY COMPANY 

London Area, 

Blue Chip diem base. 
T/O £2.2 million. 
Profitable. 

Wrftatsr. BoxBSTBI, 
fmanewnmaa, 

Orw Sautfiwar* Bridge. 

London SE1HC 


FOR SALE 

Licensed UK btuinexs 
travel agency necks 
corporate purchaser 
with proven access 
to £SOOk funding. 

No travel xgma/inicrBKdurkn 

Kept} M: Bn 85713, 
HnaorUTima. 

Oae&Mfcvafk Bfldgr, 
UrioiSElWL 


BUSINESS FOR SALE 

SmmfidTmnagOmjmy 

SPECIALISING IN FINANCIAL 
SERVICES SEEKS BiryEK. 
Hampahire bawdL Highly profitable. 
VhhMR Bm B37Sfa Flnwu iVacs 

I (te AuSvat Mgslnta Stmn. 


PERSONALISED 

GIFTS CO. 

* IMitiafttr wkio ting* or bags, 

* ftatgrowng ouaMns aiamf^ng 

h*p* treda. inctiauig Mm ^ . 

* T/OttOt * ..BOriJMili 

Cadipu Cpfpgntii Fluoca Mmltafl 
01273 8354SS 



Ivnight M 
Frank L\k 


East Cornwall 

An 18th Century village inn 
with restaurant, together with 
6 purpose boBt hoBday cottages.| 
Car park. Swimming pool. Ignni-I 
cwut. riverside gardens and grounds ] 
with fishing rights. 5 Bedroom 
detached Victorian owners' house. 
About Vh acres. 

Knight Frank Exeter 
01342 443101 


COMPANY FOR SALE | 

Profitable Thames Valley 
based Plumbing and Heating 
engineering company for sale. 

Good forward order boot Sale 
required &ut to impending retirement. 

Wrh* irr. Bat B57U.F«MdriTbnra, 
5owbw>,k Bridge. Lwdm SEl 9HL I 



™»TESWWMWGi 

BEDFORDSHIRE 

■ Freehold (0 js acre) 

* Coraervatoty Restaurant 
- Large fitness sorts possible 
-Wen located (Ml JNC 72J 
Offer* In the region of Eess.OoJ 


‘■urther inlon 
T| rt: 0171 40; 
Pax: 0171 70 


Robust electrics ^ 
C0Mr*.w ro* sai*. [ 

l ^^. WerappTO 
Gm ' B >i* chip client 1 »l 
iriainfd jdrlMtn. 
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future of mutuality 


The trend to conversion has slowed 
but mutual societies may still 
struggle to survive in the long term. 
Christopher Brown-Humes reports 

Survival depends 
on differentiation 


Mutuality has its roots in 
Roman times and has 
thrived in its present form 
sinfce the 18th century. Yet 
suddenly the tradition - 
winch involves ownership by 
nupbers or policyholders - 
I under threat as never 
fore. So much so that 
ituals could all but disap- 
in the 2lst century. 

I legalisation, deregu- 
lation. and technological 
c iange are battering at the 
m alls- and organisations the 
vorld over are opting to 
s wap mutual status for own- 
c 'ship by shareholders. In 
t le past two years, a wave of 
i emutualisation has swept 
trough the UK, continental 
iurope, Australia, South 
Africa, Canada and the US. 
t has been driven partly by 
nntuals seeking access to 
capita] to expand and diver- 
sify in the consolidating 
global financial services 
Industry. The trend culmi- 
nated in last month’s deci- 
sion by Prudential Insurance 
of the US - the largest 
mutual life insurer in the 
world's biggest Insurance 
market - to become a listed 
company. 

In the UK, a £35bn demu- 
tualisation bonanza last- year 
showered one in three adults 
with windfalls and brought 
Halifax. Woolwich, Alliance 
& Leicester and Norwich 
Union to the stock market, 
f But this year only one 
mutual looks likely to defect. 
With -Bi rmingham "Midslures 
Building Society,' being 
fought over by the Royal 
Bank of Scotland and Hali- 
fax. This has given mutuals 
vital breathing space. 

. a turning peunt came. last 
year, when members of 
Nationwide.- the - biggest 
remaining budding society, 
voted overwhelmingly to 
1 reject a pro-ouuverokureszzK 
paign by dissidents standing 
for its board. - - 
Some claimed the vote was 
a reaction against the 
“greed" culture 1 of the 
Thatcherite 1980s; others 


that it reflected nothing 
more than the absence of 
credible board candidates. 
Labour’s re-election, and a 
more pro-mutual tone in the 
press have helped the 
mutual cause. Moreover, 
efforts by some rmitwaig to 
show the benefits of the 
structure seem to be work- 
ing. 

Building societies, which 
have cut margins and profits 
by offering better savings 
rates and cheaper mort- 
gages. have been doing con- 
sistently well in “best buy" 
surveys, and their main 
mortgage rates are generally 
below the banks’. They are 
taking market share, too. In 
the second half of 1997, soci- 
eties accounted feu 40 per 
cent of net lending, against 
their 22 per cent share of 
outstanding balances. 

It is the same with life 
insurers. A number of inde- 
pendent surveys have shown 
that mutuals produce be tte r 
returns and have lower lapse 
rates and costs. 

So if the business case is 
so compelling, why are 
mutuals threatened? 

First, markets are oversup- 
plied and margins are being 
depressed in highly competi- 
tive markets, a situation 
exacerbated by new 
entrants. 

Second, there is a lack of 
understanding about what 
mutuality is or mean*;. “The 
man in the street hasn’t a 
clue what mutuality means,” 
says Robert HoiJinshead, 
chief executive elect of 
Newcastle Building Society. 

Third, mutuals are not in 
control of external events. It 
is impossible to know when 
a predator might pounce or 
whether members might be 
tempted by the prospect of 
sudden gains. Thousands of 


gers’ argument that most 
savers would be better off on 
purely economic grounds if 
societies converted now. But 
do today's members have the 
right to reserves built up 
yesterday in trust for tomor- 
row? 

The majority of members 
and policy holders are not 
putting pressure on mutual 
boards to convert, a fact 
shown by the Nationwide 
vote and the absence of such 
demands in chief executives’ 

mailhap 

Decisions to demutualise 
have been taken by boards 
and endorsed by members 
rather than forced on boards 
by carpetbaggers or hostile 
predators. 

Mutuals are, nonetheless, 
on the defensive. They know 
that if they cannot outper- 
form shareholder-owned 
companies, they will not sur- 
vive, any more than poorly 
performing quoted compa- 
nies. For its critics, mutual- 
ity is quaint, old-fashioned, 
fuddy-duddy, Tneffirigni anti 
sleepy. 

Jonathan Schwartz, head 
of global acquisitions at 
AMP, the newly demutu- 
alised Australian insurer, 
says: “The average mutual 
has a culture, an organisa- 
tional structure, a cost struc- 
ture and mode of operating 
that was for a set of social 
circumstances and a regula- 
tory environment that no 
longer exists." 

But, if so, it has proved 
remarkably durable. The 
first UK mutual. Equitable 
Life, founded in 1762, is still 
going strong. Mutuality 
remains the preferred struc- 
ture of many financial ser- 
vices companies - fife insur- 
ers, building societies, 
friendly societies and credit 
unions. 





theh'cztstrmersrhdnrspe^ "Bunns nor confined to - 


accounts purely in the hope 
of a windfall. 

Mutuality versus conver- 
sion is a classic economic 
versus moral argument. It is 
hard to deny the carpet bag- 


them - organisations as var- 
ious as the Cooperative, the 
l QTidnn International Finan- 
cial Futures and Options 
Exchange (Liffe) and the AA 
and RAC motoring organisa- 


tions have found the mutual 
structure to be an effective 
one. 

Mutuals still fret about the 
potential for carpetbaggers 
to disrupt their strategies, 
which is why they would 
welcome legislation to help 
protect them and make 
board challenges less easy. 

They can do a lot to help 
themselves, too. Member 
reward schemes are making 
mutuality tangible. There is 
talk of “a new mutualism” to 
replace the patrician mutual- 
ity of old. 

They need to be finan- 
cially strong and keep costs 
down. Even though some 
conversions have been 
driven by management 
ambition, some have been 
forced to change status by 
financial weakness. This is 
particularly the case 
with medium-sized life 
mutuals. 

Mutuals must also accept 
limitations. It is hard for 
mutuals to make big acquisi- 
tions, because they cannot 
issue shares. Even in coun- 
tries whfere mutual mergers 
are allowed, being gazumped 
by a quoted company could 
be a danger. They may also 
find it bard to attract good 
management without share 
options as an incentive. 


They must make mutual- 
ity meaningful and relevant 
to their customers. Here, 
they have two key points in 
their favour. One is that 
they do not have to pay divi- 
dends to shareholders, so 
costs can be up to 40 per 
cent lower. The other is 
focus. 

Alastair Lyons, chief exec- 
utive of NPL the life mutual, 
says: “There is a difference 
between a business run for 
the benefit of policy holders 
and a business run for the 
benefit of its shareholders. 
You put a different person 
first" 

The best mutuals are try- 
ing to make mutuality mean- 
ingful. A variety of member 
loyalty schemes are emerg- 
ing, and some mutuals are 
trying to recreate pic disci- 
plines in areas such as costs 
and remuneration. Christo- 
pher Rodrigues, chief execu- 
tive of Bradford & Bingley 


Building Society, says a 
“spectrum of mutuality” is 
emerging rather than one 
particular modeL : 

But many mutuals are 
doing very little, and are fail- 
ing to differentiate them- 
selves from rivaJs. 

They give succour to their 
critics who argue that com- 
panies perform better under 
the discipline and account- 
ability imposed by share- 
holders. 

Jonathan Bloomer, finance 
director at UK insurer Pru- 
dential, says: “There’s no 
fundamental reason why 
mutuals should not exist. 
But there are. two problems. 
Does the market place put 
sufficient pressure on you to 
perform and do you have 
access to enough capital?” 

Mutuality's fate may not 
solely be decided however by 
its strength or otherwise as 
a business proposition. Some 
commentators argue that the 


greatest threat to mutuals' 
survival is the attra c ti veness' 
of pic status to management 

One view is that shar e 
options have proved too 
tempting for executives to 
resist and that Investment 
banks keen to advance the 
cause of conversion have 
proved highly persuasive. 
Another view is that mutu- 
als have opted for change, 
simply because the status 
quo is not an option. 

Certainly, mutuals will 
remain under pressure, and 
not simply from a “me-too” 
desire to follow rivals. They 
might also be vulnerable if 
management changes as a 
result of retirements. 

Indeed, there is a view 
that the decline of mutuality 
is inevitable. It could be a 
slow process, spread over 
many years, but even a 
steady trickle would eventu- 
ally lead to the demise of the 
sector. 


Extinction is a real possi- 
bility. The mutuality pool is 
not bring replenished, other 
than through the formation 
of credit unions. There are 
unlikely to he new building 
societies or life insurers 
springing up, not least 
because of regulation and 
solvency requirements. 
Equally unlikely is the 
prospect of quoted compa- 
nies re-mutualising, 
although Scottish Life did it 
in 1968. 

But if mutuals are to dis- 
appear, there will undoubt- 
edly be concerns, not least 
because they are a competi- 
tive force in the market 
Andrew Love, Labour MP for 
E dmonton and rfiatfingn of 
the All-Party Building Soci- 
eties Group, says: “Without 
competitive restraint in the 
market (provided by budd- 
ing societies) it is likely that 
the banks would widen their 
margins.” Such consider- 
ations could prompt govern- 
ment intervention if mutual- 
ity looked endangered, 
although many believe a 
Labour government commit- 
ted to working with market 
forces would hold that eco- 
nomic forces should turn the 
market around soon enough. 

John Wrigiesworth, a con- 
sultant, suggests some 
demutualisations have been 
driven by “macho” consider- 
ations - I want my company 
to get bigger and I want 
more share options - while 
others have been driven by 
“me-too wimpishness”. 

“If chief executives don’t 
show resilience and confi- 
dence in their own abilities, 
there will be more demutu- 
alisations,” he predicts. 

In the short-term, there is 
no reason for good mutuals 
to founder, provided they 
remain finan cially strong 
and managements do not 
waver. 

Harder to predict is what 
will happen in two. five or 10 
years’ time. Maybe mutual- 
ity wifi be the creed of a 
reformed private-sector wel- 
fare system. Maybe govern- 
ment will protect them. 

It will .not do to count on 
such developments. The 
challeng e is for mutuals to 
keep aLlT Hi , -l ing ~ wianflgpinfl nt 
(and board directors)which 
are not only capable but 
committed. 


MORTGAGES • by James Mackintosh 


Banks throw down gauntlet 


Building societies 
are troubled by 
the mortgage 
market's muddied 
waters 

Halifax led the attack this 
year, and all the big mort- 
gage lending banks followed. 
The battlefield is familiar: 
the mortgage market. But 
the rules of combat are 
chang in g as the banks try to 
shift the focus away from 
the standard variable inter- 
est rate - where the building 
societies have a clear advan- 
tage because, they claim, 
they have no shareholder 
: dividends to pay - to the 
other factors making up the 
’ cost of a mortgage, such as 
the mortgage indemnity 
guarantee (Mig) and dis- 
counts, fixed rates and cash- 
backs. Here, the banks think 
they can triumph. 

Halifax raised its standard 
in February by scrapping the 
Mig - an extra fee - for bor- 
rowers taking loans up to 90 
per cent of the house value, 
and the other banks have 
rallied behind the move. It 
has cost them dean Halifax 
admits the bill wffl run to 
millions.. But it seems to 
have worked. The banks 
have grabbed the headlines 
while the building societies 
have kept the Mig in place - 
and taken same public flak 
for doing so. 

This is qpite a change- The 

mortgage market has never 
been as competitive as it is 
today, and while the smoke 
has not yet cleared, it looked 
until recently as though the 
building societies were win- 
ning. 

Certainly ^tbey 
punching above their 
weight: despite having Jess 
S?a quarter of mdstinff 
mortgages, they took 39 per 
cent of net new lending to 
the last three months oi 
1397. according to the Bank 
of England. The reaction of 

the banks was inevitable, 
they had to protect their 

market share. . 

Thfe means offering a bet- 
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ter deal to customers. A 

series of surveys has put the 

budding societies at the top 
of the pricing league, and 
Which?, the Consumers' 
Association magazine, put 
out a report claiming the 
banks can never match the 
mutuals’ prices because of 
their need to pay dividends 
to shareholders - money a 
mutual can return to mem- 
bers. 

The banks say these sur- 
veys are meaningless. Adam 
Applegartb, executive direc- 
tor of Northern Rock, says 
“comparing only the stan- 
dard base [mortgage] rate is 
naive”. Only a third of its 
borrowers are cm the vari- 
able rate, the rest are taking 
cash backs, discounts, fixed 
rates or the lower loyalty 
rate for long-standing cus- 
tomers. 

Northern Rock figures 

show it has the best deals for 

both two- and five-year fixes, 
and it has recently cut its 
variable rate by 02 percent- 
age points to per cent 
against 8.1 per cent from 


Nationwide and 8.7 per cent 
from the other banks. 

It has been easy for the 
building societies to grab the 
headlines to the past year 
because the banks have been 
busy converting from mutu- 
als - Halifax admits it had 
to scale back marketing 
because of conversion. But 
now that it has begun sharp- 
ening Its teeth a ga in can the 
societies compete? Halifax 
has already ditched the Mg 
and announced Sunday 
opening, and there is more 
to come. 

However, there is a more 
fundamental question. Have 
the media been following the 
right battle? The “mutual vs 
pic" argument is sexy - and 
easy to write about. But 
while the building societies 
present themselves as a 
“movement", the market 
is made up of individual 
lenders, whether mutual or 
not competing for custom- 
ers. 

It Is here that the mutual- 
ity argument surfaces. “If we 
are as efficient as our major 


competitors, and we don't 
have to pay shareholder divi- 
dends, clearly that is a cost 
to the business that we do 
not have to pay,” says Philip 
Williamson, marketing and 
commercial director of 
Nationwide. 

Yet, convincing the cus- 
tomer of this through the 
deals available in the market 
is a difficult operation. And 
it is made more difficult by 
the complexity of the mort- 
gage market, with cut-price 
fixed and discount rates 
confusing borrowers and 
making it hard to compare 
deals. 

The truth is unpalatable 
for mutuals. The banks 
mostly compete with each 
other, while the building 
societies, on the whole, are 
niche players. Nationwide 
and Bradford & Bingley may 
feature on the radar screens 
of the big banks, but only 
just. Gary Marsh, head of 
corporate affairs at Halifax, 
says: “An individual lender 
looking at the market has to 
look at who the competition 
is - for us it is C&G and the 
Abbey National” 

Mutuality’s best bet is as a 

branding tool John Parker, 

chief executive of Stroud & 
Swindon building society, 
says: “There is a degree of 
trust in building societies. 
On level price people choose 
a society rather than a 
bank-" 

In the long run the build- 
ing societies would seem to 
have a future. But convinc- 
ing customers they can find 
the best deal at a mutual 
will become increasingly dif- 
ficult as the hanks muddy 
the waters of the mortgage 
market and make price com- 
parisons harder. 

The huge market share of 
the top three mortgage lend- 
ers - all b anks - makes 
them inflexible and presents 
an easy target for attack. It 
will be more tricky, how- 
ever, for the b uilding societ- 
ies to compete with aggres- 
sive smaller b ank* , such as 
Northern Rock, which are 
also keen to shoot down the 
market leaders. 


It pays to 


h] 




Nationwide 



Ai Nationwide, we believe that 
our starus as a mutual building 
society enables us to offer our 
members better value, across our 
entire range of financial services. 

But we wouldn’t expect you, as 
a Financial Times reader, to accept 
that without taking a long hard look 
at the evidence. So here it is. 

Because we are a building 
society and not a bank, we don’t have 
to pay dividends to shareholders. 
Instead, we are able to offer our 
members great value, year after year. 

So it’s hardly surprising that we 


retained What Mortgager magazine’s 
Best National Lender Award for a 
second year. Or that Your Mortgage . 
magazine made us their Best Overall 
Lender for 1997/98. 

And our savings accounts are 
equally attractive, with a range 
designed to suit all needs, with 
opening balances from just £1. 

As for our record of customer- 
focused innovation - well, once 
a g ain, the evidence speaks for itself. 
First to introduce an- interest bearing 
current account and first again with 
Online Banking .via the Internet. 


At Nationwide we also under- 
stand the value of superior customer 
service, demonstrated through our 
680 High Street branch network, 
12,500 cash machines, Online 
Banking and a 24 hour customer 
service department, giving access to 
our sendees and staff 24 hours a day, 
365 days a year. 

In short, being free to put 
our members’ interests first sets 
us apart from the competition. A fact 
understood by over 7 million 
members who know h pays to decide 
Nationwide. 


To find out more about how you can benefit, drop into any Nationwide branch, 
call 0800 30 20 10, or visit our web site at www.nadonwide.co.uk 
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It pays to decide... 


Nationwide. 


The World's Hal Bidding Society 
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2 FUTURE OF MUTUALITY 


BUILPINQ SOCIETIES • by Christopher Brown- Humes 



CREDIT 





space after 
hectic year 


Industry chiefs 
do not expect 
to see any 
demutualisation 
moves this year 

Most industries which had 
shr unk by two thirds in a 
single year would fed inse- 
cure and endangered. This 
does not apply to building 
societies. 

Just over 70 building soci- 
eties remain and nearly all 
insist they intend to stay 
mutual, despite last year's 
high-profile defections which 
saw Halifax. Woolwich, Alli- 
ance & Leicester and North- 
ern Rods: convert to listed 
banks. 

The only society planning 
to change status in 1998 is 
Birmingham Midshires, 
which looks set to be 
acquired by either Halifax or 
Royal Bank of Scotland for 
up to £800m. 

“I would be very surprised 
if there were any demutu- 
alisation announcements 
this year," says Adrian 
Coles, director-general of the 
Building Societies Associa- 
tion. 

If true, it gives societies a 
breathing space and a 
chance to develop the pro- 
mutuality packages they 
believe could be crucial to 
their future. 

Brian Davis, chief execu- 
tive of Nationwide, the big- 
gest building society, says 
mutuality has become more 
distinctive after the spate of 
conversions. 

He also suggests there is 
no longer any business rea- 
son to convert, because the 
constraints of the 1986 Build- 
ing Societies Act have given 
way to the more permissive 
regime of the 1997 Act 

Nevertheless, societies still 
feel vulnerable. Carpetbag- 
gin g - where speculators 
open accounts in the hope of 
a windfall - has proved to be 


highly disruptive, particu- 
larly when the practice 
surges to the sort of levels 
seen last summer. 

Board challenges, where 
speculators seek board mem- 
bership to force conversion 
votes, are also likely to con- 
tinue, following the Nation- 
wide challenge last summer, 
Mr Coles says: "It is too easy 
to have what is in effect a 
general election every year 
over a society’s commitment 
to mutuality. That is not 
something which politicians 
have to face, and It is very 
disruptive for management" 

Societies want the govern- 
ment to legislate to give 
them more protection. They 
had some success when 
Helen Liddell. Treasury sec- 
retary, agreed last autumn 
to increase the vote needed 
for a conversion proposal to 
50 per cent from 20 per cent 

But they have failed to get 
a two-year rule - where no 
pay-outs are possible for 
members of less than two 
years standing - or an 
increase in the number of 
members required to nomi- 
nate board candidates. 

For the moment, societies 
face a benign environment 
given the relative buoyancy 
of the housing and savings 
markets. 

Their competitive pricing 
makes them an irritant to 
the big lenders, most of 
which are now banks, but 
they are too small, as a 
group, to be price-setters and 
they are unlikely to face a 
destructive price war in the 
short term. 

Other factors favour their 
continued independence. 
Acquisition prices are high 
and there has yet to be a 
hostile bid. Carpetbagging, 
temporarily at least, is on 
the wane, allowing societies 
to cut the high opening bal- 
ances they imposed last 
year. But the phenomenon is 
likely to revive the moment 
another mutual is acquired 



Self-help 
schemes 
branch out 


Brian Davis: suggests tfwre Is no longer any business reason for mutuals to convert to banks 



Adrian Coles: etoedons every 
year would disrupt management 

or decides to convert 

Mr Davis says: “We have 
to accept there's a threat 
somebody will offer people a 
short-term gain and people 
will be attracted by that." 
Nationwide’s response has 
been to force new members 
to assign any windfalls to 
charity. 

The building society sector 
is almost certain to shrink 
further, as It has done 
relentlessly over the past 15 
years. This would not neces- 
sarily be through conver- 
sions or acquisitions by 
quoted companies: it could 
just be through mergers 
between building societies. 

“Consolidation Is inevita- 
ble. It’s a generally accepted 
fact that too many people 
axe nha*ing too little busi- 
ness," says Ken Culley. chief 


executive of the Portman. 

In practice only Nation- 
wide, Bradford & Bingley 
and Britannia axe big 
enough to convert and list 
under their own steam. For 
all today's fierce affirmation 
of mutuality, management 
(not necessarily today's) 
could be eventually lured by 
share options, growth ambi- 
tions, or even the prospect of 
five years takeover protec- 
tion (granted under the new 
Building Societies Act pro- 
vided companies do not 
acquire financial institutions 
themselves). They are also 
attractive takeover targets. 

Longer-term, medium- 
sized societies conld decide it 
makes more sense to find a 
buyer giving them some 
independence than suffer a 
loss of brand name, head- 
quarters and staff in a take- 
over motivated by cost-cut- 
ting. Bristol & West, 
acquired by the Bank of 
Ireland last year, and Bir- 
mingham Midshires. bath 
chose this route, deliberately 
choosing non-English buy- 
ers. 

This could become a more 
pressing issue if some of tile 
. more obvious predators, 
such as Alliance & Leicester 
and Woolwich, chose to go 
on the offensive once they 
have lost their takeover pro- 
tection. 

There is also a critical 
mass issue, with just three 
lenders accounting for 60 per 
cent of societies’ assets. If, 


say, the Nationwide did con- 
vert others may decide to 
seek buyers simply to retain 
control over their destiny. 
Another factor Is costs - 
whether technology, year 
2000. or Emu-related. These 
could impose strains on 
some societies forcing them 
to seek economies of scale as 
part of a larger grouping. 

It will be interesting to see 
what happens to smaller 
societies. In theory they are 
well protected with their 
strong regional franchises 
and their lack or attractive- 
ness to predators. 

But they are threatened by 
new entrants, cost issues, 

Authorised building societies 


and the increasing commodi- 
tisation of mortgages, and 
the younger generation may 
not be as loyal to tbem as 
the older one. 

Societies believe their 
chance of survival Increases 
the longer tbetr pro-mutual- 
ity packages run because 
their incentives - usually 
better rates - make mutual- 
ity tangible. 

While critics suggest these 
packages may not be sus- 
tainable in an economic 
downturn or in a price war, 
SBC Warburg Dillon Read 
argued last year that some 
societies could sustain their 
lower margins indefinitely. 
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Your workforce is 
your most valuable 
asset. So protect ft 
with Manor House 
Healthcare. O 

Wi 

Established in 1919, Q 

fw 

we are the specialist in 
providing low cost 
healthcare for the working 
person. For every employee it is e fe 
affordable. For every welfare conscious 
employer it is cost-effective. 




eling’s mutual. 


A wholly independent healthcare provider, we remain 
cammfftediy mutual and non-profit distributing. We are 
owned by our members and operate only <n the interest of 
our members. 

Through workplace membership. Manor House Heatthcare 
members receive a high level of medical cover far just 
£2.60 per person per week. 

Alliances between Manor House Healthcare and co mp a ni es 
like Aston Martin, British Steel, Ford and Zeneca have 
proved to be to the mutual benefit of both the companies 
and thek workforces. 

To find out how you con join them and us, cdR Kathryn 
Boyce on 0845 7090 420 for enrolment detail. 
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Credit unions are 
no longer the 
blue-collar 
systems they once 
were 

Credit unions cam*? into 
Britain in the 1960s and 
I97iis in cater f«»r the urban 
working poor hut are 
increasingly seeing t * ie,r 
future in expansion among 
wealthy white-collar employ- 
ees. .. 

The concept of a 'Ted It 
unimi is simple, and as a 
self-help scheme it has reju- 
venated communities from 
Bangladesh tn Canada. Mem- 
bers pay in as much as they 
can afford, and receive an 
annual dividend in return. 
The money is lent back to 
members as and when they 
need it, at interest rates far 
below the banks' rates - at 
present the rate is capped by- 
law at 12.68 per cent APR. 

But while British credit 
unions were traditionally 
small, community-based 
systems offering an alterna- 
tive to the usurious activi- 
ties of loan sharks, they are 
increasingly focused on rela- 
tively well-off white-collar 
workers. Eight of the nine 
largest unions take only 
local authority employees, 
and now employee- based 
unions - rather than those 
based around a community 
or association - control two 
thirds of all credit union 
assets in the UK. Even Brit- 
ish Airways has a credit 
union, Planesavers. which is 
growing most quickly among 
the company's white-collar 
staff. The majority of credit 
unions, however, are still 
modest local projects focus- 
ing on the needy, and by 
their nature these are 
unlikely to grow. 

In the US and Canada up 
to 40 per cent of tbe popula- 
tion banks with a credit 
union, and the big banking 
institutions are worried. In 
continental Europe. Hol- 
land's Rabobank and 
France's Crfedit Mutuel 
started as simple credit 
unions. But the British 
unions do not see them- 


c-ives turning into financial 
^TgSt* in the near 

fU “Th<?re is still a long way 

to go." says Michael Pmrtaa- 
Sn chief executive rftiie 
Action or British Credit 
Unions. The unions are cur- 
rently limited to taking in 
£bare capital - which is not 
SrSJerted. unlike bank 
SSSu- and making loans. 

got a whole shop- 
ping list of [regulatory] 
changes to give muons the 
uower to expand into other 
services.” Mr Parkinson 
says. Tbe regulator is also 

putting together a depositor 

protection scheme to ensure 
savings do not disappear if a 
union goes bankrupt. 

Bod Ashley, general-man- 
ager of Glasgow-tased 
Scot West, the UK’s largest 
credit union with 12,500 
members, says the banks 
have nothing to foar. T look 
on it as complementary 
rather than competitive'’ he 
says “Our average lom is 
under £1.500. Banks aren't 
interested in loans of that 
size because of the admnis- 
t ration." 

The large unions are 
looking forward to deregu- 
lation. Strict limits on the 
maximum deposit size, nun- 
ber of members and types of 
services offered are likel> to 
be relaxed soon. Scot Wes is 
already planning to ofer 
small. 10-year mortgages to 
council tenants using tie 
right-to-buy legislation, aid 
Planesavers wants to issie 
credit and debit cards aid 
sell full mortgages to men- 
bers. 

However, all tbe unions - 
meet of which are run ly 
volunteers - remain enthus- 
astic about the mutual pre- 
ect. and demutualisation s 
impossible under the curren 
rules. 

Grant Thoms, genera 
manager of Capital Credi 
Union in Edinburgh 
describes credit unions az 
“the infants in the mutual 
family," but if the building 
society and insurance grand- 
fathers are forced into retire- 
ment. tbe movement could 
end up as tbe flag-carrier for 
mutuality. 


LIFE ASSURERS • by Christopher Brown-Humes 


Consolidation a pain-killer 


The UK life and 
pensions market 
is over-supplied 
and competition 
is intense 

Mutual life assurers received 
a welcome boost in January 
when they obtained indepen- 
dent backing for their view 
that customers are better off 
with them than with share- 
holder-owned groups. 

The Personal Investment 
Authority compared pen- 
sions and said mutuals were 
on average projecting matu- 
rity values that were 4.4 per 
cent higher than proprietary 
groups. 

The ammunition Is useful 
for life mutuals at a time 
when many or their brethren 
overseas are demutualising 
and there are pressures at 
home to change status. 

Norwich Union demutu- 
alised last year, ns did Scot- 
tish Amicable when it was 
acquired by Prudential, and 
in both cases policyholders 
received substantial benefits, 
whether in free shares, cosh, 
or policy bonuses. 

One pressure is that the 
UK life and pensions market 
is over-supplied, competition 
is Intense, costs arc rising 
due to compliance and train- 
ing, and many companies 
are believed to be writing 
new business at a loss. The 
pain will inevitably bring 
consolidation. 

Bacon & Woodrow, the 
actuarial consultant, soys 
the UK has a more frag- 
mented market than most 
countries and says mediocre 
companies - whether 
mutual or quoted - will find 
it impossible to survive. It 
ranks mutuals ahead of 
quoted companies but 
behind bank owned bun as- 
surers in terms of cost effi- 
ciency. 

Datamonitor. the consul- 
tancy, also expects consoli- 
dation, saying the process 
will be driven by the search 
for economics of scale. "In 
five years’ timo the market 
will be dominated by a rela- 
tively small number of 
strongly branded offices 
offering not only life and 
pensions products, but a full 
range of financial services 
products." says William Eld- 



Alastair Lyons: rejocts tha notion that only quoted companies have access to capita/ 


erkin, Datamonitor analyst. 

Second, many rich preda- 
tors are eager to buy life 
companies. They include 
Lloyds TSB. Halifax, Pruden- 
tial, and Abbey National not 
to mention overseas groups 
such as AMP. the Australian 
life assurer. These compa- 
nies expect substantial 
growth In the long-term 
savings market due to demo- 
graphies and reduced state 
provision. 

Third, and perhaps most 
crucial. Is the issue of finan- 
cial strength. Life companies 
need sizeable free asset 
ratios (tbe difference 
between assets and liabili- 
ties) for maximum invest- 
ment flexibility, and particu- 
larly to bo able to Invest In 
riskier assets such as equi- 
ties and property. If they run 
into constraints, they might 
be forced to demutualise tn 
raise capital to compete 
more effectively. 

“You have got to bo strong 
aa a mutual to bo able to 
take advantage of U," says 
Tom King, head of corporate 
affairs at Standard Lite. 
Europe’s biggest mutual life 
assurer. "The future of 
mutuals turns on the ability 
of Individual companies to 
have the capital to support 
their growth in business." 

The perception that it 
needed to be financially 
stronger to invest more in 
equities was a key reason 


that Scottish Amicable 
decided to demutualise last 
year. It hoped to dt> sa and 
remain independent but it 
triggered an auction which 
was won by Prudential. 

Thu Scot Am experience 
has lessons for other mutu- 
als. a particular issue being 
how they retain control over 
their own destinies. But the 
uxamplu could deter other 
would-be predators Tram 
starting an auction ihej- 
ended up losing. 

The widely-held view is 
that medium-sized compa- 
nira. such as NPi Friends 
Provident. Scottish Life and 
Scottish Provident, are most 
vulnerable. They lack the 
economics »f scale and 
financial muscle of the big- 
ger companies, hut they nn . 
large enough to interest 
predators because of their 
products, their distribution 
and their brands. 

NPl's response has been t» 
focus on a particular market 
- retirement - accepting 
that H cannot bo all thim^ 
11 ***» linked 
staff pay itj policy-holder 
value, and tackled costs 
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FUTURE OF MUTUALITY 3 


FRIENDLY SOCIETIES 


by James Mackintosh 


Exciting 

dawning 


Friendly societies 
are pinning their 
hopes on 
government plans 
for welfare reform 

Friendly societies believe 
their time has come. For 50 
years the societies, deprived 
of their pre-war role as the 
main providers of welfare, 
have tried to find a new role. 
And the Labour government, 
with its pro-mutual and 
self-help rhetoric, raised 
their hopes. Stakeholder 
pensions, aimed at the poor- 
est .workers, are likely to be 
introduced soon, and the 
friendlies, which have 
always focused on small 
savings plans, hope to be in 
the vanguard. 

But is a model first used 
.by the Romans - the first 
friendly was established by a 
legionary - still appropriate 
two millennia later? The dif- 
ficulty is that there is.no one 
model for a friendly society. 

. AD they have in common is 
the regulations - which is 
not .surprising, since they 
are almost an historical acci- 
dent. When the forerunners 
or the mutual insurers and 
building societies were being 
set up, it was just chance 
that some of the self-help 
schemes chose to set up as 
friendlies. A century later, 
pet against the country’s big- 
gest life insurers, the fri end- 
lies and their 8m members 
have all but disappeared 
pom view. 


.. They vary in size from 
under 100 members - at the 
Universal Brotherhood of 
Speculative Mechanics - to 
well over ltn at Royal Liver 
and Liverpool Victoria, the 
two largest Their products 
range from tax-free bonds, 
allowing a marinium of £270 
to he saved free of tax each 
year, through medical insur- 
ance to personal equity 
plans, unit trusts and even 
credit cards. Several societ- 
ies Still collect premi ums 
door-to-door. 

There is no doubt that the 
government is seen as some- 
thing of a saviour given the 
continuing decline in mem- 
bership. Overwhelmed by 
the massive marketing bud- 
gets of the banks, big build- 
ing societies and investment 
houses, the friendlies just 
cannot compete. 

Ann Nevitt, chief execu- 
tive of British Benefit, a 
small friendly which has just 
restructured, says each soci- 
ety needs scale and a wider 
range of products. “As a one- 
product society our shop 
window just wasn't wide 
enough," she says. “The 
small societies have to real- 
ise they will only survive by 
changing the way they oper- 
ate in an attempt to grow." 

But growth itself can be a 
problem because of proscrip- 
tive regulation. Friendlies 
were not allowed to sen Peps 
and unit tr u sts until 1992, 
five years after the banks. 

Roy Hurley, managing 
director of Liverpool Victo- 
ria. which bought Frizzell 


Bank last year, bemoans the 
state of the regulations. " I 
sometimes feel that we are 
trying to compete with one 
arm tied behind our backs," 
he says, pointing out that he 
has to satisfy all the regula- 
tors any commercial organi- 
sation would face, then sat- 
isfy the Friendly Societies 
Commission, too. Liverpool 
Victoria had to have the law 
changed to buy Frizzell, then 
had to restructure the com- 
pany to satisfy the arcane 
requirements of friendly 
society legislation. 

John Gilbert, a partner 
specialising in friendly soci- 
eties at solicitors Lovell 
White Durrant, points out 
that the societies were only 
allowed to own subsidiaries 
after 1992 and cannot enter 
into joint ventures with non- 
friendlies. “They are chafing 
against the regulatory 
restrictions,” he says. 

All the friendlies insist 
they are special because 
they are, at heart, friendly. It 
is normal for a society to 
have a benevolent fund to 
help members in need, and 
extra services are often 
offered outside the contract 
But as a society grows, is 
this special relationship with 
the member lost? Mr Hurley 
says there is no chance of 
Liverpool Victoria turning 
into an nnnaring finan cial 
services conglomerate. “We 
intend to be a major player 
in financial services." he 
says. He admits that societ- 
ies lose their club atmo- 
sphere as they get bigger. 



DEMUTUALISATION • by Christopher Brown-H times 

‘Me-too’ pressures 
may be unstoppable 


A key driver in 
the process is the 
desire to secure 
capital and be 


ab?e to expand 

In the US: Prudential 
Insurance; in Australia: 
AMP and Colonial; in Can- 
ada: Sun Life of Canada, 
Mutual Life of eanarfa and 
Manufacturers Life:, in South 
Africa: Sanlam and Old 
Mutual. 

Such demutualisations - 
recent or planned - give the 
impression of an unstoppa- 
ble force sweeping round the 
globe. 

A key driver in the process 
Is the desire to access capital 
and be able to diversify and 
expand more easily. In par- 
ticular, many of the large 
companies feel they have 
outgrown their domestic 
markets and they want to be 
able to expand internation- 
ally to maintain growth. 
When one company decides 
to do it. Its rivals often 
hurry to follow sort. 

Another trigger can be a 
need to restore capital after 
it has been depleted in a 
business and stock market 
downturn, or a desire for the 
enhanced status a stock mar- 
ket listing eso\ bring. 

The catalyst is often legis- 
lative change mahing demu- 
tualisation possible. This is 
what is happening in Canada 
where three of the four hug- 
est life assurers are planning 
to change status. 

The US looks like being 
the next big market for 
change as rivals to Pruden- 
tial - the biggest life assurer 
in the world’s biggest insur- 
ance market - weigh up Its 
move. Analysts believe Met- 
ropolitan Life, the second 
biggest life assurer, will cer- 
tainly consider following 
suit. 

Michael Blumstein. life 
insurance analyst at Morgan 
Stanley Dean Witter in New 
York, and author of a report 
entitled Tuoitight of the Tra- 
ditional Mutuals says; *1 sus- 
pect the same forces are at 
woik the world over. How do 


Roy Hurley: ‘competing wftti one arm tied behind our backs’ 


but he insists the benefits of 
mutuality - better, cheaper 
services for customers and 
democratic control - will 
continue to flow. “We have 
no intention of demutualis- 
ing." 

Friendly societies think 
they could have a wider 
appeal if they were freed 
from the regulatory shackles 
and given the chance to com- 


SMALL BUILDING SOCIETIES • by Christopher Brown-Humes 

Little Davids battle it out 


-i 


The small 
societies are 
quietly winning 
market share , 
from the banks 

In scores of towns up and 
down the ' country, tiny 
building societies are taking 
on financial sendees giants 
such as the Halifax in David 
' and 'Gollath-llke . struggles 
for mortgage and savings ; 
business. . ' . 

You would think it was an 
uneven contest Surely,, the 
giants with their huge econ- 
omies of scale are routing 
the tiddlers? 

Not so. Halifax, with 
assets of more than £100bn, 
used to compete, head on 
with the, Sbepshed. Building 
Society, with assets of just 
£36m. in’ the Leicestershire 
town of Shepshed. But who. 
has just closed its agency in 
the town? Halifax:- - 

Moreover, the small build- 
ing societies, like their 


larger brethren, are quietly 
winning market share from 
the banks. 

And yet Britain's small 
building societies should not 
be complacent In 2900 there 
were 2,000 building societies. 
Today there are just 7L Only 
20 have assets of more than 
£ibn while 20 more have 
assets of less than £l00m. 
Some of their names speak 
colourfully of Britain’s past 
Earl Shilton, Gainsborough, 
Stafford Hallway. Notting- 
ham Imperial The smallest 
- Londonderry Provident - 
has assets of only £10m. 

Some critics believe small 
building societies face a 
bleak future due to intense 
market competition and the 
higher unit costs incurred by 
low volume operations. They 
suggest loyalty to the local 
society is not the same 
among the new generation of 
house buyers as it was 
amimg the older generations. 

One observer argues: 
“Their life span can be deter- 
mined by the age of the chief 


executive. It’s very hard to 
get new management into 
the very small ones.” 

Costs are a pressing issue, 
because in areas such as 
compliance and Year 2000 
technology they face the 
same headaches as larger 
entities. 

Besides, offering the per- 
sonal touch does not come 
cheap. Half the borrowers of 
the Darlington Building 
Society, for example, still 
pay cash over the counter, 
rather than by direct debit. 

“It’s great for arrears man- 
agement, but it’s more 
expensive to run,” says Peter 
Rowley, Darlington chief 
executive. 

Despite their higher costs, 
small societies argue that 
they are competitive. "We 
can survive on a signifi- 
cantly lower margin than 
the banks,” says Robert Hoi- 
linshead. chief executive 
elect at Newcastle Building 
Society. 

The tiddlers have little to 
fear from aggressive preda- 
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tors, nor - even if they 
wanted to - could they con- 
template converting to listed 
bank status. 

Their advantages include 
strong local franchises, 
backed up by their often 
extensive sponsorship of 
community and charity pro- 
jects. Some have loyal and 
distinctive customer bases, 
such as the Teachers and the 
Ecology. They also have a 
nimbleness and a friendli- 
ness lacking in the bigger 
societies. 

“If business comes in here 
that’s a bit out of the ordi- 
nary we can still try to 
help." says Geoff Aisbitt, 
chief executive of the 
Shepshed. 

Trends in the banking 
world are also working in 
their favour, says Mr Rowley 
of the Darlington- “The cus- 
tomer relationship in hank- 
ing is becoming more 
remote. There is less 
face-to-face contact" 

He notes that Northern 
Rock, based in nearby New- 
castle. decided to close 30 of 
its 130 branches shortly after 
its flotation last October. 
“Almost all of these 
branches are in our operat- 
ing area. Every time a bank 
closes a branch, we pick up 
business." he notes. Darling- 
ton, by contrast is expand- 
ing, with plans to open a 
13th branch. 

The tiddlers know they 
need to keep pace with the 
times. Shepshed. for exam- 
ple. is moving into the exotic 
world of fixed mortgages for 
the first time in its 113-year 
history, taking it by defini- 
tion into areas such as 
swaps and hedging. Other 
lenders, such as the Stroud 
& Swindon and the Newcas- 
tle. are setting up their own 
direct arms to do more busi- 
ness by telephone. 

Stagnation, in other 
words, is not an option, but 
growing too rapidly carries 
its own risks. As they seek 
to expand outside their 
immediate localities, there is 
a danger that marketing 
costs will rise and “brands” 
count for less. 

Surprisingly, perhaps, 
small building societies have 
shown little desire to collab- 
orate, even in areas such as 
technology and training 
where there could be obvi- 
ous cost savings. 

One exception is the IT 
collaboration involving the 
Newcastle, Melton Mowbray 
and Nottingham Imperial 
building societies. Under 
this, Newcastle has agreed to 
provide software and servic- 
ing facilities to the others in 
return for a licence fee. 

Those societies that do hit 
problems will most likely 
seek mergers with other 
societies. Portman, for exam- 
ple, has said it would be 
interested in expanding its 
southern England franchise 
by acquiring smaller societ- 
ies In or adjacent to its oper- 
ating area. Last year it 
acquired the Greenwich in 
this way. 


pete with mainstream insur- 
ance companies and banks. 

But in an era of contracts 
and cost comparisons the 
only tangible benefit for 
most friendlies is the £270 a 
year tax break given to their 
savers. 

Few friendlies have been 
successful with other prod- 
ucts. Nonetheless. Peter 
Gray, chief executive of Tun- 
bridge Wells friendly society, 
wants to be put on a level 
playing field with other pen- 
sions providers. He thinks 
the message of mutuality, 
now “rediscovered” by the 
building societies, is a pow- 
erful selling point 

But wbat if the govern- 
ment decides friendly societ- 
ies are not the answer to the 
escalating costs of welfare 
and pensions? Mr Gray 
refuses to discuss it “It is 
the only game in town, he 
says. “The future [of the 
movement] hinges on the 
government" 


mutuals compete with mam- 
moth, diversified, stockhold- 
er-owned companies? They 
don’t have the capital, they 
don’t have the economies of 
scale, and they don’t have 
the currency to motivate 
management and employ- 
ees." 

Credit Suisse First Boston, 
In a report on the US market 
late last year, estimated that 
investors would “have the 
opportunity to invest in a 
dozen or more mutual com- 
pany conversion transac- 
tions, totalling more than 
$20bn of market capitalisa- 
tion, over the next five 
years”. 

The steady stream of con- 
versions is making it harder 
for many of the remaining 
mutuals to make their case, 
not least because there is a 
“me-too” pressure to follow 
rivals. 

Marinus P aling , chairman 
of Sanlam in South Africa, 
which announced plans to 
demutualise a few weeks 
ago. said: “The new competi- 
tive environment is forcing 
mutual assurers worldwide 
to reconsider whether they 
want to remain mutual and 
serve niche markets or 
demutualise and grow in the 
fast-changing financial ser- 
vices market" 

AMP, formerly Australian 
Mutual Provident, which 
will be quoted on the stock 
market thie summer, argued 
in its prospectus that demu- 
tualisation would improve 
its ability to raise capital, 
increase flexibility and 
enhance management 
accountability and focus. It 
would also give policy hold- 
ers a windfall pay-out with- 
out damaging their expected 
policy returns. But, cm the 
downside, it acknowledged 
that tisting would increase 
costs and that increased for- 
eign ownership of the group 
over time could affect its 
investment strategy in Aus- 
tralia. 

Jonathan Schwartz, head 
of global acquisitions at 
AMP, says demutualisation 
has to be seen in a broader 
context. “The trends in 


financial services are putting 
enormous pressures on 
everyone in the Industry. 
Scale has clearly become 
very much mere Important 
because of the costs of main- 
taining your brand, develop- 
ing products, marketing, 
distributing, and technol- 
ogy.” For European groups, 
he argues, those pressures 
will intensify as the single 
market becomes a reality 
.and cross-border merger and 
acquisitions activity 
increases. 

In this world, he believes 
mutuals will suffer from 
lower margins as competi- 
tion intensifies but they will 
find tt hard to gain the scale 
necessary to overcome the 
pressures without access to 
capital. However, he 
acknowledges that strong 
stock markets have given 
mutuals a breathing space. 

The trend Is not all one 
way, and in same countries 
demutualisation has had 
little or no impact. For 
example, demutualisation 
has not caught on in Ger- 
many or France. This is 
because in some countries 
the statutory machinery to 
enable conversion does not 
exist and some mutuals are 
prevented from distributing 
profits by way of windfalls 
to their members. 

Besides, some mutuals 
insist they are perfectly con- 
tent with their current sta- 
tus. Rabobank, a Dutch co- 
operative bank, says it con- 
sidered demutualising but 
rejected the idea. Bert Mer- 
tens, a senior executive at 
the group, says: “It makes a 
difference to be a co-opera- 
tive bank, a mutual insur- 
ance company or a building 
society. Because the mem- 
bers form the organisation, 
they can be assured that 
their bank is really dedi- 
cated to their needs. At the 
end of the day, a shareholder 
company serves the interests 
of its shareholders.” 

He says the group does not 
need to issue shares to grow. 
“Our capital base is strong 
enough to finance our 
growth," he asserts. 



At Britannia we believe our Members are better off being part of a building society. As we have 
no shareholders it allows us to offer them outstanding rates, competitive financial products and 
excellent customer service. We can also offer them our Members' Loyalty Bonus Scheme. Through 
this Scheme we reward our Members' commitment with an annual Bonus Payment 
This year, we're sharing £39 million from our profits. With benefits like these, 
you'll find that our Members' feelings on remaining a building society are mutual 
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PROFILE: the Co-op • by Peggy Hollinger 



Members 
urged to 
co-operate 


The Co-op is 
divided and the 
effects on retail, 
businesses have 
been severe 

A diversion, was bow 
executives at the Co-opera- 
tive Wholesale Society 
described attempts last year 
by a brash young business- 
man to break up the 130- 
year-old mutual and return 
cash to its members. 

But, in fact. Andrew 
Regan’s £L2bn takeover bid 
was exactly what the CWS 
needed if it is to survive as a 
cooperative in the 21st cen- 
tury. 

The result was a wide- 
ranging review of the busi- 
ness and a realisation that 
the co-operative movement 
would have to re-learn the 
lessons of co-operation. For 
never has the Co-op been 
more divided, and the effects 
of this on the movement's 
retail businesses have been 
severe. 

The Coop is made up of 50 
mutual retail societies, of 
which the 15 largest account 
far more than 90 per cant of 
the movement's trade. Until 
as recently as 1985, the co- 
operative movement as a 
whole could boast it was the 
UK’s leading grocery 
retailer, as well as a banker, 
insurance provider, funeral 

Co-operative m ovement 

sties as a % at aKgroceneabs • • ■ 


services group, and agricul- 
tural operator. 

However, it is in food 
retailing where the effective- 
ness of mutuality has been 
questioned. 

While the supermarket 
chains such as Tesco, J 
Sains bury. As da and Safe- 
way have invested heavily In 
store development, deliver- 
ing a consistent product 
range to customers, the Co- 
op's Individual societies 
have been left to stagnate. 
From first place in grocery 
retailing, the Co-op as a 
whole has now been pushed 
down to fifth place, accord- 
ing to Verdict, the retail con- 
sultants. And the movement 
is in danger of falling even 
further and faster, the con- 
sultant claims. 

“We have long argued that 
the members of the co-opera- 
tive movement needed to 
co-operate much more 
closely with each other to 
make the most of their com- 
bined power,” Verdict argues 
in its recent report on the 
food sector. “Such co-opera- 
tion, however, seems ftuther 
away t han e ver.” 

The CWS, one of the two 
largest societies in the coop 
movement, admits that the 
independence of the individ- 
ual societies has been a 
problem. Yet, attempts have 
been made to develop a 
national approach to product 
ranges and retail disciplines 



In tune with 

tomorrow’s 
consumers 

Mutuals are 
taking a growing 
share of both 
mortgage and 
savings markets 
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such as buying procedures, 
stock, and store investment. 

The biggest success 
appears to have been the 
ethical stance adopted by 
most societies on issues such 
as product labelling and ani- 
mal testing. This strategy 
has proved successful for the 
Co-op Bank, and should be a 
natural for the food busi- 
ness, says Verdict. Tew bot- 
tom line focused retailers 
take so strong a position,” 
the consultant says. 

Len Fyfe, chairman of 
CWS, says 65 per cent of the 
movement now has a nrdfreri 
approach. But the remaining 
35 per cent is still hesitant 
“It has been discussed but 
people want to retain their 
independence,” he says. 
“Both employees and mem- 
bers want to remain part of 
a crnnUor organisation and 
co-operative rather than be 
absorbed into a bigger one.” 

Nevertheless, this weak- 


ness should also be one of 
the movement's strengths, 
he argues. It makes coopera- 
tive retailers more respon- 
sive to local needs and so 
ensures that they are in 
closer touch with the com- 
munities they serve. Even 
the big operators have 
acknowledged that local 
communities could represent 
the next significant opportu- 
nity in food retailing. Tesco, 
Salnsbury and Safeway have 
all recently introduced 
smaller high street formats 
aimed at the growing conve- 
nience market 
“Consumers are changing 
their eating habits and 
hence their shopping 
requirements," says Verdict. 
The pattern today is a soci- 
ety which has less time to 
spend shopping for and pre- 
paring meals. Thus, there is 
an opportunity for local 
retailers to provide not just 
the traditional emergency 
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THE LIVERPOOL VICTORIA 
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purchase, hut immediate 
and attractive meal solu- 
tions. 

Moreover, even the super- 
store operators have 
acknowledged that consum- 
ers axe tiring of the faceless 
corporate. All the big opera- 
tors are seeking to recreate 
their own version of the old- 
style high street with in- 
store bakeries, butchers and 
take-away counters. 

“The commercial realities 
all point to [local community 
retailing] being successful," 
says Mr Fyfe. “And we wish 
to be seen as a part of the 
local community. If the co-op 
cannot be part of the com- 
munity, who can?” 

But even with this simple 
and logical approach, the co- 
operative movement is 
divided. 

CWS. forced by Mr 
Regan's bid to undertake a 
wide-ranging re-evaluation, 
has qpted to focus on conve- 
nience retailing. 

The strategy sits well with 
its mainly small neighbour- 
hood stores and its .image as 
a concerned and ethical 
retailer, says Verdict 

But Co-operative Retail 
Services, which is a larger 
food retailer than CWS, but 


a smaller company, has 
decided to take on the big 
boys by focusing on the 
superstore arena. 

This, says Verdict, could 
be a fatal mistake. CRS has 
only 19 superstores and does 
not generate enough cash to 
fund the required Invest- 
ment. it claims. 

"The CRS is ill-equipped to 
compete head-on against the 
leaders,” says Verdict. 
“Investing In refurbishments 
is essential, but investing in 
new superstores is to do bat- 
tle with the odds stacked 
heavily against the com- 
pany.” 

Nevertheless. Mr Fyfe 
believes firmly that the co- 
operative movement - with 
its 8m members in the UK - 
has a future, in spite of its 
current problems. “We are 
providing a viable alterna- 
tive to the superstores," he 
says. “It is not a matter of 
shareholders versus the cus- 
tomers, because our share- 
holders are our customers." 

Abandoning the Co-op’s 
mutual status is not even an 
issue for the CWS at least. 
"At the end of the day, con- 
version will result in a 
price," he says, "and it Is the 
customers who will pay it." 


The mutual sector is 
thriving. You only have 10 
look at recent building soci- 
ety results, or at figures 
released by the Building 
Societies' Association and 
the British Bankers' Associa- 
tion, to see that, for exam- 
ple, mutuals are taking a 
growing share of both mort- 
gage and savings markets. 
We are winning in the mar- 
ket place because consumers 
are increasingly recognising 
just how competitive our 
products and services have 
become. 

Mutual organisations are 
able to compete so effec- 
tively because the capital 
they have available to them 
gives them a real advantage. 
Each mutual has a pool of 
capital mode up of accumu- 
lated reserves built up year 
on year - in Nationwide’s 
case over the past 150 years. 
While limited companies 
have to pay dividends on 
their capital, mutuals can 
use the money they earn on 
this capital to give their 
members better interest 
rates. This means that any 
organisation that chooses to 
remain mutual provided it 
remains efficient, is able to 
operate on significantly nar- 
rower margins and consis- 
tently provide very competi- 
tive products and services. 

Consumers are. rightly, 
becoming ever more 
demanding and ever more 
questioning not only about 
the products and services 
they buy, but also about the 
ethics of the organisations 
from which they buy. 

This is particularly good 
news for member-owned 
organisations whose only 
focus is delivering better 
value to their members. 
Over their long history, 
mutuals have acquired a 
well-deserved friendly, trust- 
worthy image and a reputa- 
tion for fairness. In an age of 
growing consumerism, this 
will become an increasingly 
valuable asset. 

For most consumers what 
matters is the price, range, 
access. Image and service 
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readv and able to invest ^for 
Sefoi^term benefit of their 
members- Nationwide for 
example- has been at the 
forefront of developing the 
new technologies to accom- 
modate customers' changing 
access needs. Last year we 
were the first UK organisa- 
tion to provide an on-Ime 
internet banking service for 
retail customers and to the 
next few weeks we will 
become the first to pilot the 
use of iris recognition tech- 
nology in cash machines. 

The business pressures on 
mutuals to change their sta- 
tus hove reduced dramatic- 
ally in the past few years. 
The arguments used for con- 
version around the need for 
additional capital raising or 
the restrictive nature of leg- 
islation are now things of 
the past and no longer rele- 
vant to the current market 
place. This is important 
because there is a real need 
for what one commentator 
called “biodiversity” in the 
financial services market 

Banks, building societies, 
insurance companies, super- 
markets and other new 
entrants all have their differ- 
ent roles to play. This diver- 
sity generates strong, genu- 
ine competition and this can 
only be good for consumers. 

However, a key element of 
this diverse market place is 
the healthy influence of 
organisations that are exclu- 
sively focused on customers. 
What's more, as mutuals 
continue to underline the 
benefits of this special rela- 
tionship with their members. 

1 believe they will be very 
much in tune with the needs 
and expectations of tomor- 
row's consumers. Well run 
mutual organisations are 
destined not only to survive, 
but to grow and prosper. 

Brian Davis 

Brian Davis, is chief execu- 
tive of the Nationtcide Build- 
ing Society and chairman of 
the Building Societies Associ- 
ation. 


THE CASE FOR INCORPORATION • by Peter G. Birch 


Successful conversions 


Customers are 
demanding more 
products and 
services and these 
require capital 

Abbey National. Halifax. 
Alliance & Leicester, Wool- 
wich, Clerical & Medical. 
Cheltenham & Gloucester, 
Norwich Union, Scottish 
Mutual, Scottish Equitable, 
Provident Mutual and others 
have one thing In common - 
they were all mutual institu- 
tions 10 years ago. Now they 
are either quoted companies 
or have been acquired by 
quoted companies. 

They are reputable, suc- 
cessful and have many mil- 
lions of customers. They 
were all established 100 
years ago. or longer, with 
the object of promoting 
home ownership. What has 
happened to make them 
shed mutuality? 

First, some facts. Home 
ownership was less than 10 
per cent of tenure at the 
turn of the century versus 
about 70 per cent today. To 
encourage home ownership 
most governments this cen- 
tury have offered tax breaks 
to mortgaging borrowers. 
But as home ownership has 
grown, the value of the tax 
tweaks has declined whether 
for endowment policies or 
for mortgage income tax 
relief, to such an extent, that 
they are now marginal. 

Customers of former build- 
ing societies and mutual life 
companies are demanding 
more products and services 
and these, in turn, demand 
investment and therefore 
capital. 

Neither building societies 
nor mutual life companies 
have the same access to cap- 
ital as quoted companies and 
are constrained. 

Ten years ago about eight 
out of 10 mortgages were 
provided by building societ- 
. Today eight out of 10 
mortgages are provided by 
quoted companies - banks. 
This is a dramatic change. 
What is the reason for this? 

The first new radical 



Peter Birch: Abbey National's customers have doubled to 14m 


building societies legislation 
in more than 100 years was 
the 1986 Building Societies 
Act. This allowed building 
societies to offor limited 
unsecured loans, own a life 
company, expand overseas 
and own a minority share in 
a general insurance com- 
pany, and so on. But before 
building societies could 
adopt these new powers they 
had to get permission from 
the regulator - tho Building 
Societies Commissioner - 
and this took so long that by 
the time they adopted new 
powers the market opportu- 
nity had gone. The new act 
also had a clause which 
enabled building societies to 
convert, but the hurdles for 
conversion were so high that 
they were considered to be 
almost impossible. 

In 1986 Abbey National 
had 7m customers oil with 
either a mortgage or a 
savings product. Deregu- 
lation was in Its Infancy but 
banks and some new lenders 
were becoming more active 
to the mortgage market 
knowing that they were able 
to offer a fuller range of per- 
sonal financial service*. 

Abbey National's choice 
was either to see its tradi- 
tional and only market erode 
or test the conversion hur- 
dles, It chose to convert in 
1989 since when Its custom- 
ers have doubled to 14m and 
its share price has increased 
from £1.30 to £11 plus. Other 
former mutuals such as the 
Halifax and Norwich Union 
have since followed suit. 

The former building societ- 
ies. now known aa mortgage 


banks, have access to capital 
and are free from the pre- 
scriptive Building Societies 
Act. They are able to diver- 
sify and lo offer their cus- 
tomers u full range of ser- 
vices. Far example. Abbey 
National is no longer just a 
mortgage and saving com- 
pany. About half of its 
Income is derived from life 
and pensions, general insur- 
ance, consumer Finance .mrj 
from treasury and wholesale 
banking. It is no longer so 
dependent upon the vagaries 
of the housing market. More- 
over, these mortgage banks 


are now able to attrac 
ented personnel, from g 
ates to senior managers 

Since 1986 the Buil 
Societies Act has been 1 
fied to enable building 
eties to offer more sen 
But they stiff do not 
access to capital and 
are still constrained 
prescriptive act. This 
change under the new : 
lator, the Financial Ser 
Authority, for banks, t 
tog societies and life co 
nies later this year. 

Whatever happens b 
tog societies and mutua 
companies will not havi 
same access to capita 
quoted companies. 

Building societies 
mutual life companies 1 
toke all the credit for 
ijowth that has taken 1 
this century m home ow 
ship and through thrift, 
change is inexorable 
those that challenge chi 
t^emify opportunity 
m 1410 lodger term be 
most successful 
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ASIA FAMILY SUCCESSION 


«..„, a 


Dynasties kept on a tight rein 


John Ridding on the patchy record of second 
generation businesses in south-east Asia 


hA Never invest in rich men's 
|Tfl kids. That, with a few 
■“■exceptions, is the advice 
of Hugh .Peyman, managing 
director of Kleinwort Benson in 
Singapore and a seasoned 
observer of business in the 
region. 

■“By and large the story in 
sooth-east Asia is rags to riches 
and back in three generations. 
Sometimes they manage it in 
two," he says. 

The Issue of handing power to 
the next generation is at the fore* 
front of investors' mintiq at the 
moment. It was recently 
announced that Li Ka-shing, one 
of Hong Kong's most powerful 
businessmen, will step down as 
managing director of Cheung 
Kong, the property and Infra- 
structure group, next January. 

Mr Li’s elder son, Victor, who 
will take up the reins, is seen by 
many in the financial community 
as disciplined and diligent, like 
his father. “At Chinese dinners, if 
three dishes are goal enough, I'm 
not going to order four,” he once 
remarked. “Everyone has only so 
much time in the world and there 
is only so much one can eat.” 

But malring- a success of his 
inheritance will require skilful 


manoeuvring around the pitfalls 
of family succession and a depar- 
ture from some nasty precedents. 

Indonesia's Suryacfo'aya family 
lost control of the Astra indus- 
trial group when It was forced in 
1992 to ban out a bank headed by 
the founder's sou. On a gm»TW 
scale, family wrangling prompted 
a damaging feud at Playmates, 
the Hong Kong toy group. Else- 
where, the drift towards decline 
is often slower. 

“Family succession is always 
going to be particularly tricky 


the traditional importance of con- 
tacts and networks brings added 
complications. “Political contacts 
die or move on, and in business 
alliances the human chemistry is 
between the older generations,” 
says Mr Peyman. “So there is no 
reason the younger generation 
should share it” 

Within the company, there are 
similar obstacles. “Even if you 
have a good son, it Is difficult for 
him to command the respect 
accorded to founder and patri- 
arch," says Henry Yeung, who 
specialises in regional business 
at the National University of 
Singapore. “People will always 


‘By and large the story in south-east 
Asia is rags to riches and back 
in three generations. Sometimes 
they manage it in two’ 


because the individuals who have 
made the company have special 
abilities and drive," says Martin 
Tacon, vice-president of Asian 
equities research at Credit Suisse 
first Boston. “These are domi- 
nant characters with a very tight 
grip on their companies," adds 
one fund manager. 

Asian businesses are hardly 
unique in family succession but 


p^Itt why is this youn g chap tak- 
ing over?" 

Maintaining the drive of the 
founders can prove hard. “They 
have the ambitions and the con- 
victions qT the self-made man," 
says one Singapore fund man- 
ager. “They are usually scrupu- 
lous about costs and highly ener- 
getic. Those are personality 
traits, which may not jump down 


generations, particularly In an 
environment of affluence." 

Nowadays, succession brings 
added teats. Many of Asia’B 
tycoons built their empires in 
regulated or monopoly markets. 
Secure franchises, as with Robert 
Kuok’s position in sugar and 
flour in Malaysia, guaranteed 
reliable profit streams. Deregu- 
lation has intensified competi- 
tion, increasing the pressure on 
management. 

This pressure wfD be raised by 
the present regional crisis. Eco- 
nomic reforms are set to acceler- 
ate liberalisation, while the 
credit squeeze afflicting east Asia 
will force companies to increase 
transparency to raise funds. “Far 
many international investors the 
lack of transparency is linked to 
family control and succession," 
says Mr Yeung. 

Although successful transitions 
are difficult, they are not impos- 
sible. Successes include Li & 
Fung, Hong Kong's oldest Chi- 
nese trading company, which has 
been transformed into a multina- 
tional business by the brothers 
Victor and William; and Song 
Hung Kai, where the three Kwok 
brothers have Tnnmtnlnfld their 
father’s business at the top of the 
Hong Kong property sector. 

There are exceptions, say 
regional commentators, including 



Kuala Lumpin' Kepong, the com- 
modities to property concern. 
Behind many of the successes 
lies the common theme of profes- 
sionalisation. The change in the 
business environment which has 
rendered conditions more com- 
petitive has also shifted manage- 
ment skills away from those 
developed by their founders. 

“The growth of the companies 
and sharper competition requires 
delegation, finan cial controls and 
man management," says one 
Hong Kong consultant. “It might 
well be that the founder is not 
best equipped to deal with this." 

Professionallsation can he 
achieved from without and 
within. Many offspring are now 
armed with MBAs. At the same 
tftne, most of the big family busi- 


nesses are stacked with profes- 
sional managers. “Many of the 
people who actually run Robert 
Kook's businesses are not linked 
to the family empire," says one 
fund manager. "Obviously .he has 
to trust these lieutenants, but he 
is prepared to delegate." 

At Cheung Kong. Mr Li has 
delegated management of many 
of the group’s main business 
arms to professional managers. 
At the same time, Mr Li’s sons, 
Victor and Richard, received 
MBAs in the US and have been 
trained within the group. 
Although Richard has moved to 
develop his own business, Victor 
has worked in several divisions 
within the group. After cutting 
his teeth oo a big property proj- 
ect in Vancouver, seen by some 


as a testing ground away from 
the scrutiny of Hong Kong, he 
has been increasingly prominent 
at Cheung Kong, heading an 
infrastructure spin-off and 
becoming more active in the care 
property operations. 

The gradual approach, and the 
continued presence of Mr Li - he 
win r emain as chair man - pro- 
vides reassurance for investors. 
“What they are doing at Cheung 
Kong is the best way,” says Mr 
Tacon. “They have brought in 
professionals which provides 
checks and balances, and K.S. Li 
is stepping back while be is still 
very much on the balk If he was 
going to cruise the Caribbean for 
a few years then investors should 
clearly be concerned. But he will 
have his finger on the pulse." 
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Fight the flab with the right bathroom scales 


Bethan Hutton on a device that shows 
fat levels rather than just overall weight 


Hefly conundrum: kufcig weight is not the same as shedding fat AP 


UU Sumo wrestlers aside, 
Japan does not give 
0Klthe impression of a 
nation with a weight prob- 
lem. But it is a Japanese 
company that has developed 
a product to tell you 
whether jour diet is working 
as Intended, or whether your 
“perfect" weight is hiding 
excess body-fat 
The “body-fat monitor" 
invented by Tanita, a 
medium-sized Tokyo-based 
company, lodes like a set of 
normal bathroom scales but 
incorporates electrodes and 
. a computer chip that can cal- 
culate the percentage of £at 
in your body within seconds. 


The concept behind the 
device is -that losing weight 
is not the game as losing fat 
Slimming diets, when unac- 
companied by an exercise 
programme, can lead to the 
lo6s of muscle rather than 
fat. This lowers the meta- 
bolic rate and makes the 
dieter likely to regain weight 
- in the farm of fat - as well 
as leading to possible health 
problems. 

Tanita is Japan's biggest 
developer and manufacturer 
of high-tech weighing and 
measuring devices for the 
consumer, industrial and 
me dical markets. The core of 
its business is weighing 


scales. In a conversation 
with doctors in the late 
1980s, its president discov- 
ered that physicians were 
less concerned with overall 
body-weight than the propor- 
tion of body-fat to lean mass, 
which could vary widely, 
even among individuals of 
“normal” weight 

A high body-fat ratio was 
a more significant indicator 
of health problems thaw just 
having a heavier than aver- 
age weight. Athletes and 
body builders, for example, 
can be heavier than “nor- 
mal" hut the extra weight is 
composed of dense muscle. 

Weight was easy to mea- 
sure. but the doctors com- 
plained that methods for 
measuring body-fat tended 
to be inaccurate, time-con- 


suming or complicated. They 
wanted a simple way to mea- 
sure body- fat within the 
average five to ten minutes 
they spent with each patient 

The technique Tanita 
turned to was bio-electrical 
Impedance analysis. This 
sends a very weak, high-fre- 
quency electric current 
through the body. Muscle, 
fat and bone transmit the 
current with varying effi- 
ciency: muscle conducts it 
relatively wen, while fat is 
an insulator. When the resis- 
tance to the current is mea- 
sured, and factored into an 
equation along with the 
patient's height and some 
standard assumptions based 
on statistical analysis, the 
fat ratio can be calculated. 

The idea behind the tech- 


nique was well-known but 
complicated: patients had to 
have electrodes attached to 
their bodies, and the calcula- 
tion was done separately. 
Tanita's researchers used 
their experience in weighing 
scales to develop simple, flat 
electrodes that could be 
inset into the surface of a set 
of scales, and would work on 
contact with bare feet They 
then developed a built-in 
mini-computer, so that all 
users needed to do was tap 
in their height and stand on 
the scales. 

Tanita's first mass-market 
body-fat monitor was 
released in 1994 and cost 
about Y45.000 ($3501. The lat- 
est version, brought out last 
year, sells for about YIO.QO0. 

It has also been adapted 


for the international market 
Models on sale outside Asia 
are programmed to reflect 
the physical differences, 
such as in average bone 
mass, of people of European 
or African origin. 

Body-fat monitors were 
named as one of last year’s 
bit products in Japan by 
Dentsu, the advertising 
agency. Tanita has been sell- 
ing 50.000 to 100.000 units a 
month in the home market. 

The company is hoping 
that an advertising cam- 
paign featuring Martina Hin- 
gis, the slim and fit young 
tennis player, will make the 
product an even bigger hit in 
countries where, unlike 
Japan, a large proportion of 
the adult population is over- 
weight. 
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Benefit curbs to EU 
residents unlawful 


BUSINESS & LAW 


BUSINESS AND THE LAW AVIATION COMPANY LICENSING 

Turbulence for airline launch 



Robert Rice reports on the many legal obstacles 
that a new European air carrier had to clear 


European 

court 


National laws restricting 
payment of social security to resi- 
dents of a member state are 
unlawful, the European Court of 
Justice ruled last week. 

The Molenaars, a Dutch* 
German couple, lived in France 
but worked in Germany. They 
paid social security contributions 
In Germany including, from Jan- 
uary 1996, a contribution to the 
German care insurance scheme. 
That insured against the cost of 
home or hospital care, 

T3ie Molenaars were informed 
by the German authorities that 
they were not entitled to the care 
insurance benefits because they 
were not resident in Germany. 

They appealed to the social 
security tribunal, claiming that 
the refusal to grant benefits of a 
scheme they bad contributed to 
amounted to a breach of thB non- 
discrimination provisions of the 
Treaty of Rome. The tribunal 
referred the matter to the Euro- 
pean CourL 

The Court had to decide 
whether the relevant treaty pro- 
visions precluded a member state 
from requiring persons working 
in its territory but resident in 
another member state to contrib- 
ute to a social security scheme, 
while excluding payment of bene- 
fits under the scheme in the state 
in which they resided. 

The first question for the Court 
was whether a care insurance 
scheme fell within the scope of 
European secondary legislation. 
The answer turned on the pur- 
pose of the benefit and the condi- 
tions on which it was granted. 

The fact that a particular bene- 
fit was not classified as a social 
security benefit by national legis- 
lation was irrelevant 

A benefit fell within the scope 
of the European legislation if it 
was granted on the basis of a 
legally defined position a nd was 
included in an exhaustive list set 
out in the legislation. 

The Court said the care insur- 
ance scheme was intended to 
supplement sickness insurance 
benefits and should be examined 
in that light 

The relevant European legisla- 
tion flintingnishHd between bene- 
fits In kind and cash benefits In 
the context of non-resident con- 
tributors. 

Where an individual was 


resident in a member state other 
than the one to which he/she 
made social security contri- 
butions, benefits in kind were to 
be provided by the relevant 
authority in the country of resi- 
dence as if the person was 
insured there. 

However, cash benefits were to 
be provided by the member state 
to which the contributions were 
made. 

The German government 
argued that benefits under the 
care Insurance scheme should be 
treated as benefits in kind, mak- 
ing the French authorities 
responsible for providing the 
Molenaars with the cars insur- 
ance benefits. 

The Court said that although 
at first sight the benefits looked 
like benefits in kind, the care 

The scheme was 
intended to 
supplement 
sickness insurance 
benefits 

allowance took the form of finan- 
cial aid. 

The aim of the aid was to 
enable the standard of living of 
persons requiring such assistance 
to be improved as a whole in 
order to compensate foe the addi- 
tional expenses brought about by 
their condition. As such, the 
Court said, they should be 
treated as cash benefits. 

The Court said a provision that 
prohibited payment of cash bene- 
fits under a care insurance 
scheme on the basis of the place 
of residence of the person contri- 
buting to that scheme was 
unlawful and contrary to Euro- 
pean law. 

However, that finding did not 
confer on migrant workers the 
right to be exempted in whole or 
in part from paying contributions 
for the financing of such a 
scheme. 

To rule otherwise would result 
in a difference of treatment 
according to whether or not 
individuals resided in the mem- 
ber state in which they were 
insured. 

C- 160196: Molenaar v All' 
gememe Or tsk rar t kenkasse Baden- 
WOrttemberg, ECJ FC, March 5 
1998 

BRICK COURT CHAMBERS, 
BRUSSELS 


When Franco Mancassola 
went to Brussels last 
month to talk to the Euro- 
pean Commission about British 
Airways* late entry into the com- 
petitive world of European low- 
cost air travel, he was In no 
mood to compromise. 

In just under four years he had 
taken Debonair, his pan- 
European, no-frills airline, from 
the drawing board to flotation on 
Easdaq, the European exchange, 
and he was not about to let it be 
squeezed out by possible unfair 
competition from BA using Its 
dominant position in the Euro- 
pean market to boost Go, its new 
low-cost airline. 

Getting Debonair off the 
ground had been far from easy. 
Mr Mancassola, a former market- 
ing vice-president with Continen- 
tal Airlines, had been running a 
small commuter airline out of 
Hawaii. Forced to sell because 
the airline was backed by Japa- 
nese finance, which may have 
breached US aviation rules, Mr 
Mancassola began to look for a 
new venture. Brussels had just 
announced its intention to 
deregulate European rides. open- 
ing the possibility of establishing 
an airline to take advantage of 
new cabotage rules. 

Yet obtaining start-up capital 
from European institutions 
proved almost impossible, so, 
according to Richard Clapson. 
chief financial officer, they 
decided to seek backing in the 
US. “We went through brokers In 
the US to people who had 
invested in low-cost airlines over 
there. Because deregulation In 
the US started in the 1970s inves- 
tors were mare familiar with the 
idea and we had an investor base 
willing to invest in the European 
market." 

Although this provided the 
seed capital, it was to pose new 
problems over obtaining the nec- 
essary operating licences. 
Broadly, a new airline needs two 
licences: an airline operators cer- 
tificate (AOQ). a document which 
states that the airline is compe- 
tent to operate from a safety and 
technical point of view, and a 
European operators licence 
(EOL) - which says the company 
is financially fit to operate. 

Obtaining an AOC is a big 
undertaking. The airline must 
establish It has the right struc- 
ture and engineers, a proper 
maintenance programme, and 


prepare detailed manuals for 
each of its aircraft. 

Paying people to prepare manu- 
als while trying to preserve seed 
capital is a tough route for a 
start-up airline to follow, so Deb- 
onair decided to go the alterna- 
tive route of using an air trans- 
port operators licence. That 
involves selling seats on an exist- 
ing approved airline and getting 
another airline to operate your 
aircraft under Us licence. 

“It’s a quicker route and ini- 
tially it’s less expensive. We 
chose British World Airlines." Mr 
Clapson says. But while this was 
a cheaper way to start, in the 
long term it would have been an 
expensive way to run an airline. 

So Debonair began to prepare 
its own manuals. Finally, last 
October, the UK Civil Aviation 
Authority awarded Debonair its 
own AOC. 

Obtaining tbe EOL was more 
difficult. The CAA looks for two 
things: does the airline have suf- 
ficient funds to operate a full ser- 
vice for three months without 
any income; and, on a continuing 
basis, does it have a business 
plan that would enable it to trade 
successfully for two years. 

have their own figures 
against which they test your 
plan," Mr Clapson says. “We say 
we will take £70 from each pas- 
senger and our aeroplanes will be 


60 per cent full and they test 
that, benchmarking you against 
other air Lines." 

But it was other aspects of the 
European licence that were to 
pose more difficult problems. 
According to Jan MeUmann. Deb- 
onair's legal adviser and a part- 
ner of City law firm Watson Far- 
ley & Williams, to get an EOL n 
company has to meet tbe tests of 
European majority ownership 
and European effective control. 

Broadly, the majority owner- 
ship test Is a 50 per cent share- 
holding plus one share. But It is 
more complex than that and 
involves examining the rest of 
the capital structure and bow it 
affects ownership rights, Mr Mell- 
mqp n says. 

With Debonair attempting to 
raise much of its initial capital in 
the US. the question was: how 
could it get US investors to 
invest without fouling up the 
European shares test? 

The solution they hit on was to 
create a complex loan stock 
designed to ensure that it did not 
constitute equity for the purposes 
of the shares test, but also 
designed to be convertible into 
equity provided conversion 
would meet the equity criteria. 

The next issue to be tackled 
was control. Because of the sub- 
stantial investment in convert- 
ible loan stock. Debonair believed 
it should have a loan stock repre- 
sentative on the board, and 
appointed an American. 





To get round this Mr MeUmann 
derided to write the articles of 
association so that a board meet- 
ing would have a quurum only It 
u majority or European directors 
were present, and so that resolu- 
tions could be passed only if 
approved by a majority of direc- 
tors who were European. Net 
that was still not enough to sat- 
isfy theCAA. 

"We had to establish there was 
no US influence. We were able to 
show that there was no one large 
loan stock holder but almost 400, 
the largest uf which had less 
than 3 per cent of the value of 
the fully diluted share capital 
assuming all the loan stock were 
to convert," Mr MeUmann says. 

The explanation was a difficult 
process, and when having done 
so the directors still had to give 
assurances. "They had to give 
assurances that in taking deci- 
sions they wouldn't be influenced 
by the |loan stock] structure, 
despite the fact that they are 
required to act in the best inter- 
ests of the company under com- 
pany law," he says. 

Debonair began operating with 
two aircraft last June with ser- 
vices to Dllsseldorf, Munich and 
Barcelona, having raised £14m 
from private investors. But Mr 
Mancassola and Mr Clapson 
knew that to survive they would 
have to expand quickly. 

"An airline with one or two 
aeroplanes can be stamped on, so 
we bad to get to a reasonable size 
so that we could not be squeezed 
out. We also felt that expansion 
would add credibility to the air- 
line and increase customer , 
awareness. So we decided to take 
Debonair to the market." Mr 
Clapson said. 

They chose Easdaq for several ■ 
reasons. There was no require- , 
ment for a three-year profit or | 
trading record. The British Alter- i 
native Investment Market was 
seen as a bad fit for a "pan-Euro- 
pean airline”, and by going on 
Easdaq there was also a better 
chance of attracting a wider 
European investor-base. 

In tbe end, the main offering 
on July 25 last year was a success 
with the company issuing 6.27m 
shares at a price of £4.50p. 

In his chairman's report on the 
interim consolidated results for 
the third quarter ended Decem- 
ber 31. 1997, Mr Mancassola 
reported that Debonair was on 
course to achieve its first profit 
in the year ending March 31, 
1999. Now ail that remains is to 
see off the competition. 
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Danish judge takes 
court presidency 


Vesterdort. the Danish judge at 
i European Court ot First Instance, 
5 been elected president of the 


former president, as an 
advocate-general of the senior court, 
the European Court of Justice. Mr 
Vosterdori has been a judge at the 
Luxembourg court since September 
1989. The president of the Court of 
First Instance >a responsible tor 
judicial business and administration, 
and presides at hearings. 


US London finance 
team strengthened 

Akin Gump Strauss Hauer & Feld, the 
US taw firm, has strengthened Its 
project finance team in London with 
three new lawyers. Kaamil Ansar has 
joined from US firm Jones Day 
Reavis & Pogue, and Andrew 
Thomas and Elisha Flax have joined 
from US rival Chadboume & Parke. 


Freshfields to offer 
Japanese advice 

Freshfields. the UK international law 
firm, is to offer clients Japanese law 
advice tor the first time through the 
expansion of Its Tokyo office to 
include Naokl Kinaml, a Japanese 
bengoshi. This will make Freshfields 
the only international Ann offering 
US. English and Japanese law advice 
under one roof. 
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New post at 
Rentokil 

Rentokfl Initial, the world's 
bjggeet business service group, 
has announced it Is creeling a 
new post, that of chief 
operating affloer reporting 
directly to Sir C&ve Thompson, 
the group's chief executive. 

Tod Brown, who started with 
the group 17 years ago aa a 
graduate trainee, wW take up 
his appointment to July, with the 
managing efirectora of the five 
regions of RentoMB Initial 
reporting cSreotty to him rather 
than 8lr cave. 

Sir C«vb, the driving force 
behind the group's growth, said 
that the appointment dkf not 
moan any reduction in hla role 
to a year when he trices up the 
presidency ol the Confederation 
of British Industry. 

He said he anticipated the 
C8I Job would take up tone to 
the evening but ha planned to 
remain the chief executive of 
the group urtS Ns retirement, 
end he was not ptonntog to 
retire oariy. Rather, said 8k 
Ctve. therwwr a ppototment 
reflected a gr ee iar to v ofirement 


by the centre in the group's 
activities. 

Rentokil Initial, which has a 
reputation for exercising strong 
centra) control of Its businesses, 
acquired BET, the services 
group, two yeas ago. The • 

£2.1 bn ($3.5bn) acquisition 
tripled the group's turn- 
over. 

6fr Cflve said there had been 
a need to Implant into BET 
businesses some of the 
practices of Rentokil, such as 
Its branch structures and 
benchmarking of beet prsctioo, 
An important pert of Brown’s 
Job. said Sir Clive, would be to 
travel extensively to supervise 
that proces s . 

Sir CHve said that Brown, 46, 
who baa raaponstoShy for eight 
UK businesses and eight 
European countries, knew the 
outturn of Rentokil waft. 

The group also said that 
Roger Payne, one of Its regional 
drectora wtoo has been with tiie 
group for 12 years, wouki be 
appointed finance director 
designate at the and of 1999. 

wvaHOpnir rwo*, 
group’s finance di rec to r, 
desortbed as a "hande-on" 
manager by Oty analysts, Is 


retiring In 2000, Sir Clive said 
the group felt it appropriate that 
a succession plan was put In 
place. 

Analysts said they did not 
envisage any fundamental 
change In 8k Cilvo'a role and 
that they viewed the 
appointment of Brown as a 
strengthening of the 
management teem. 

Lisa Wood, London 

Uriarte strengthens 
position at BBV 

Pedro Luis Uriarte has 
consolidated hla place as 
number two at Banco Bilbao 
Vizcaya, the Spanlah banking 
group, with bta appointment as 
vice-president In addition to his 
previous post aa chief 
exeoutfve. 

The move la seen as 
recognition of hie rota as 
architect of the group's recently 
completed "1 ,000 day plan", an 
ambitious programme for 
building up Its business and 
profits and establishing a 
powerful international base In 
Latin America, 

Uriarts, 55, has bean chief 


executive at BBV - Spain's 
biggest bank by market 
capitalisation - since 1994. A 
native of Bilbao and former 
economy chief to the Basque 
regional government, he 
becomes one of three 
vice-presidents, replacing Javier 
Gfirpide, who la retiring on 
health grounds, 

The change is part of a hoard 
reorganisation reducing the 
number of members from 24 to 
20, and Is seen as establishing 
a leadership tandem to take the 
group through what Is predicted 
to be an eventful period in the 
Initial phase of European 
economic and monetary union. 

Urlarta’s promotion does not 
necessarily signal Ns 
succession to the chairmanship, 
however. It Is generally 
expected that Emilio Ybarra, the 
chairman, who la 61, win be 
Invited to carry on beyond hla 
normal retirement date four 
years from now. 

David White, Madrid 

Bull appoints 
software chief 

Group* Bull, the French-based 


Information technology group, 
has appointed Henry Ancona 
president end chief executive of 
Its worldwide software division. 

The software division, 

established last month, Is based 
In Billerica, Massachusetts - the 
first time Bud has based the 
corporate activity of one of Its 
divisions In the US. Bull, which 
has recently returned to 
financial health, chose the US 
for the headquarters because it 
accounts lor 50 per cent ot the 
world's software market. 

Ancona Joins 8uU from 
Polaroid Corporation, where he 
was corporate executive 
vice-president of business 
development. 

Before that he spent more 
than 20 years at Digital 
Equipment where he held a 
variety of portions Including 
vice-president of Digital's 
application software 
business. 

The new division win be 
responsible for worldwide 
research and development 
sales, marketing and support of 
Bud’s complete software 
portfolio. 

Software ta one of three 
product areas that Bull Is 


focusing on, with the group 
particularly successful in two 
areas, one in management and 
the other In security. In 
particular. Bull's system 
management software, called 
ISM Openmaster, ranks number 
two or three in the world in 
competition with Computer 
Associate's Unlcenter TNG and 
IBM's Tivoli. 

In its IT services Bull, which 
employs 22,000 people. Is 
ranked in Europe as the third 
largest systems integrator and 
fifth in maintenance and support 
services. 

Bull also announced the 
creation ot two appointments In 
its finance department following 
its corporate reorganisation in 
February. 

Gervais PeHissler, previously 
in charge of financial control, 
becomes chief financial officer 
white Barnard Ansart Joins Bull 
as charge de mission for 
financial and control. 

Ansart was previously at the 

Inspectorate of the Ministry of 
Finance, where he was 
appotnted adviser for economic 
and financial affairs to the 
French prime minister. 

Lisa Wood, London 


MOVING PLACES 



• Jim Cosgrove, tbs AT&T 
exec uti ve who has watched 
owr ATifT-Uadsaaroe daring 
sam e erfthe 
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gro u p ‘a arinmr 

in the UKstaoetbe mfckBe 
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teed of AT&T’s BmtopeSzt . 
epe rsfl e m , wffl now riso : 
take dfrect iwqmnsfoiBty Bor 
the UK. The 

ATW-^deoarotemeace 
bring* tfaefargast US tang 
dfafartre operator together 
wtth ths nettops! oper ator - 
fa The M gt hwHaiyfo 
Bw ta s rtsnd rtd Sweden, ft 
fa npsefod feat TWeeaaj 
RsBs toBI fata tbs aPfapoe 
fatert btojwer. 

* Buoy Griawsil, 48. has 
beau appointed pemMmrt of 
FKNCSfcL MUTUAL UTR 
INSURANCE COMPANY, 
and to fte board of directors, 
DsvMPmywiUaxriinna.es 

dfldfrmm end chief 
tawnths offlofaLDa**** 
fte i nsri y . 

cfaska nsh o d ettfeC 
mcwhtt ofilear. Orfawell 
wax previously executive 
vfee-grestdeett. Be joined 


Principal Financial Group ii 
1985. 

• CHEUNG KONG 
(HOLDINGS) said Li 
Kfrthbw will resign from 
fee post of managing 
director In 1099. He will 
remain as chairman of 
Gbetmg Kong and HutchlSni 
Whampoa. Victor U, his •- 
eldest son. will be appointed 
managing director of 
Cheung Kong. 

• Goptosth Rao has joined 
ARAB INSURANCE GROUP 
as senior underwriter, 
property and casualty In tfee 
International division. 

A& SIEMENS has appointed 
fEari-Hwmano Baumann 

of tbe supervisory 
Ha succeeds Harmon) 

wbo is retiring after 

rytons wife the company, 
board also appointed 

Nenbergsrto 
tjbasesd Baumann as head d 

certiorate finance. 

Nft Insurer RIUIONE 
ADFMTTGA ffl SlCURTA, 
geotrofied by Alton*, tan 
Itfred former Mediobanca 
qtaate r Roberto Notarbaitolt 
fa) be fee chief executive oC 
$g brokerage unit Harts 

TRUST ti&H 
TOTK has appointed Paolo 
auTotta ebatnaan and 
president of Bankers Trust 
yiBjtrrrisrfa. its 


wholly-owned subsidiary in 
Milan. Barratta was minister 
of public works and 
environment in the Dlni 
government of 1995. minister 
of foreign trade in the 
dampi government of 
1998-94. and minister of 
privatisation in the Anuta 
government of 1993. 

• COSCO PACOTC, the 
Hong Kong subsidiary of 
China’s national shipping 
line, has appointed David Li 
Kwok-po as an Independent 
non-executive director. 

• AUSTRIA MKRO 
I SYSTEMS, the 

: semiconductor 
I m anu fa cturer, has appointed 
Hans Joarg Kaltenbrunnsr 
' chlaf executive and 
president with effect from 
March 3i. Kaltenbrunnar, 
who was formerly chief 
fi na n c i al officer with 
fireproof products group 
Hades Hraakllth 
International, now Rffl, has 
been deputy head of AMS's 
xuperviaory board since last 
yfltr. He replaces Horet 
Gehsrt, who is retiring. 

• Spanish banking group 
BANO CENTRAL 
HfiPANOAMBRlCA has 
named Bpifanlo Rldruqjo 
Brfava deputy chairman. He 
ntfscas the fate Fernando 
Abril Hartwell. Ridruqjo 
will continue to heed the 


bank's auditing department 
but will no longer work as 
director general. 

• SILICON GRAPHICS h&» 
named Steven Gorno senior 
vice-president and chief 
financial officer. The 
position has been vacant 
since May 1997. following the 
resignation of Stanley 
Meresman. Gomo was 
previously general manager 
of Hewlett-Packard inkjet 
manufacturing operations. 

• TOKAI BANK has 
appointed vice-president 
Hldeo Ogasawara president 
with affect from April i, 
replacing Satoru Ntehignkl 
who will become chairman. 
Ogasawara Joined the bank 
in 1992 after graduating from 
Tokyo University. 

• MITSUI FUDOSAN. the 

Japanese property developer, 
fa to appoint Tskao Shimizu 
president, replacing Hiroarki 
Yoboyama who will become 
c hairman. Shimizu la a 
senior mugging director at 
the company, in charge of its 
commercial facilities 
division. 

• TSLE DANMARK has 
appointed John Andaman 
manag ing director and chisf 
operating ofitoar. Anderson, 
51, joined Michigan Beil (at 
that t im« part of AT&T, now 
part of Amtrttsch) in 1971. 
Anderson wag executive 


director of Hungarian 
telecommunications 
company Matav. Since 
November he has been 
liaison adviser to Tele 
Danmark. 

• Christopher Beaune, 33, 
has been appointed 
international director of 
Omnicom. He joined the 
group In 1996, and was 
regional director for the 
Rhone- AJ pea region before 
becoming national director 
for Switzerland. 

• US-based EXIDE 
ELEC TRON ICS, a member 
of the BTR Group, has 
appointed Tom Gutierrez its 
chief executive and 
president. He was previously 
chief executive of BTR’s 
Senior Systems Group and 
has worked for Digital 
Equipment, Motorola, Harris 
Electronics and Pitney 
Bowes. 

• Peter Ton has been 
named managing director, 
president and chief 
executive or McDonald’s 
R estaurants (Hong Kong). 

He was previously a John 

venture partner and the 
managing director of 
McDonald’s Wuhan and 
genera) manager for 
McDonald's Singapore. Don 
Dmpsey has been named 
president and chief 
rasniHvs of McDonald's 
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SHOW AT THE REOPENED SERPENTINE 

Enfant terrible 
of his day 


William Packer reviews 
the work of Piero Manzonj 

The Serpentine Gallery has lately 
undergone a radical remodelling, 
though from the outside one would 
hardly know it. Even inside, the place 
is comfortably familiar, with its old. 
fine view across the park. The only 
marked changes are that it now has a 
bookshop rather than a cupboard, and 
we now come in by what was the old 
back-door and tradesmen's entrance. 
The new basement, and the roof 
cleared of its 19708 ducts and piping. I 
have yet to explore. 

It is a most welcome return, for the 
Serpentine has been much mfqgpfl, 
despite all the avant-garde extrava- 
gances and absurdities it would habitu- 
ally treat us to. Some of my more mor- 
dant fellow critics indeed have been 
lost without it. And clearly it mastic to 
carry on just where it left off, if its new 
programme is anything to go by. Cor- 
nelia Parker, she of Tilda Swlnton 
asleep in a a glass cage and the burnt 
church timbers of last year’s Turner 
Prize, is next in line, with Mariko Mori, 
whose work, we are told, “embraces 
photography, video, performance-art 
and pioneering work in 3-D laser film 
technology”, to follow later in the sum- 
mer. We can hardly wait 

As for the reopening celebration of 
the work of Hero Manzoni, there could 
be nothing more appropriate to set the 
tone. For Manzoni, who died in 1963 at 
29, minimalist conceptualist and per- 
formance artist was the genial, irre- 
pressible enfant terrible of his day, just 
as Damien Hirst and his chums have 
been in theirs. 

He. along with such as Yves Klein 
and Marcel Broodthaers, was conspicu- 
ous in a post-war avant-garde that 
turned away from the personal, practi- 
cal disciplines of painting and sculp- 
ture, and back to the heresies of that 
a g pht g ironist Marcel Duchamp, that 
are with us still. If you-can’t make it. 
you have only to suggest it. The propo- 

Deep into 
the soul of 
the Soviet 
psyche 

MUSIC V ' : 

ANDREW CLARK ~ 


Shostakovich Chamber Mwic 
Barbican Hal 

If Shostakovich’s symphonic music 
shows the public mask. of a Soviet com- 
poser, his chamber music more often 
than not reveals the anguished soul of 
a private individual. * 

Sunday’s recital at the Barbican, con- 
sisting of three of Shostakovich’s most 
emotionally fragile works, offered a 
valuable counterpoint to the clamour 
of the first seven symphonies, whieh 
Mstislav Rostropovich has conducted 
in recent weeks as part of the London 
Symphony Orchestra’s chronological 
survey. 

And if a distinction can be made 
between the public and private Shost- 
akovich, this concert of chamber music 
also underscored the- difference 
between Rostropovich the conductor 
and cellist It’s only when Slava has a 
cello in his aims that we get to the 
heart of his musicianship. There was 
no missing the soulfulness or the 
intimacy of his playing on Sunday, 
even in the less-than-intimate 
company of a large and adoring 
public. Arid in contrast to his work on 
the conductor’s rostrum, he is still a 






sition. the idea, is all. It was with Man- 
zoni and his follows that we saw again 
the triumph of content over form, of 
the proposition over the realisation. 

Of his actual work, there is not so 
very much in Germano Celant’s fastidi- 
ous selection, though what there is is 
insistently repeated. There are the 
"Lines", thick and straight down the 
length of a scroll of paper, measured 
precisely and tucked away, duly 
labelled, in a cardboard tube. "I put the 
‘ Line * in a container so that people can 
buy the idea or the ‘Line"’. And then 
there are those notorious tins suppos- 
edly of his own merda d'artista. her- 
metically sealed to preserve the joke. 
Nobody, it is said, has yet dared to test 
the trade description. 

And there are the hard-boiled p ggB 
transformed into art by his thumb- 
print, and the perished balloons that 
once held his breath: “I am breathing 
my soul into an object that becomes 
eternal". Oh with what true devotion 
these relics are honoured. And there 
are the photos of him signing the living 
model to make her too into an actual 
work of art There is the “Magic base” 
on which to stand to be a work of art 
oneself the while. 

And there too is his “Socle du 
monde”, his “Plinth of the World", a 
simple metal cube labelled upside 
down that thus "takes possession of 
the world as a unitary object" while we 
laboriously take the point After Man- 
zoni's intervention, asks Jon Thomp- 
son in his catalogue essay, “what does 
the plinth say about the work of art's 
connection to the social world, to the 
institutions of art, and to the formation 
of culture?" It provided, he suggests, 
"the perfect site upon which to focus a 
new kind of critical discussion of the 
role of the artist" You can say that 

again 

The irony is that it is that simple 
minimalist block of iron itself, that by 
its physical and imaginative presence, 
rings true as a work of art while the 
conceptual forcing of that status by an 


miraculously supple instrumental tech- 
nician. 

In the Cello Sonata he turned us all 
into voyeurs, stifling over the barlines 
with a freedom that suggested total 
identification with the meaning behind 
the notes. It was a bit like Casals 
playing Bach - idiosyncratic, inward, 
often wafer-thin, the big picture never 
blemished by minor roughness of tone. 

If the Cello Sonata, dating from the 
early 1930s, is relatively untroubled 
Shostakovich, its counterpart for viola 
finds the composer singing his own 
funeral song. Yuri Bashmet’s perfor- 
mance - accompanied by Mikhail Mun- 
tian, who gave the posthumous premi- 
ere in 1975 - was a supreme example of 
art masking art There may be more 
chilling ways of projecting the long, 
quixotic, Beethovenian Adagio, with its 
eerie echoes of the Moonlight Sonata, 
but none which convey its extreme 
plasticity of line and mood so 
intensely. Bashmet’s sleight-of-hand 
was no less spellbinding than Mun- 
tian's emotionally neutral account of 
the piano's dungeon commentary. 

But where two’s company in Shost- 
akovich, three’s a crowd: that was the 
impression left by the Piano Trio No. 2 
after the interval Here is Shostakovich 
identifying with the victims of war, 
and in the process allowing himself to 
parody his own "public" style. Maxim 
Vengerov was more than an equal part- 
ner for Rostropovich in the competing 
string lines, without hiding the impres- 
sion that there is too much duplication 
of material. And Ian Brown, whose 
accompaniments in the Cello Sonata 
had been a model of panache and elo- 
quence, could not disguise the baldness 
of the piano part. It was a necessary 
reminder that all is not gold in Shost- 
akovich. For farther evidence, we must 
await the second half of the LSO’s sur- 
vey in October. 
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The idea is aM: Piero Manzoni signing a model as a ‘Living Work of Art* in Mian, 1961 


egregious label makes It little more 
than an inverted joke. The same con- 
tradiction is evident in the endless 
series of "Anchromes". painting s and 
reliefs of a uniform, now fading white- 
ness. 

In themselves, the earlier ones espe- 
cially. with their horizontal folds of 
clotb made solid in the gesso, and the 
simple patchwork grids that oddly fore- 
shadow the later paintings of Johns 
and Scully, they are very beautiful. 
And they stand in an honourable tradi- 
tion that runs all the way from Mon- 
drian and Malevich to Ryman and Fon- 
tana. 

Or rather they would, had Manzoni 
himself been prepared to leave that at 
that, to speak for themselves. Instead 
he. appropriates them onto his concep- 
tual agenda, and so descends to the 


trays of buns sprayed white, and the 

fr ame d fra gmen ts of polystyrene and 
bits of fluff seem to say, in all then- 
variety that if anything can be a work 
of art, then nothing is. They are a tacit 
confession, if not of failure exactly, at 
least of the ultimate limitation of work 
led by idea alone. 

Manzoni. so we are told, “extended 
the boundaries of art as we know ft. 
opening the way for exploration by 
subsequent generations of artists". 1 
thought all true artists did no less. 
Manzoni was almost a remarkable 
painter, the more’s the pity. 


Piero Manzoni: Serpentine Gallery, 
Kensington Gardens W2, until April 
2& sponsored by Selfridges & Co. and 
BMW Financial Services Group in 
association with the Guardian. 


Bring on the violins 


Pierre Ruhe on new 
music by Nicholas Maw 
and William Bolcom 

Nicholas Maw's latest work, a Sonata 
for Unaccompanied Violin, is robust, 
lyrical and substantial beyond all 
expectation. It is 25 minutes of varie- 
gated yet concentrated expression, 
encompassing most of the instrument’s 
technical range and filled with a great 
many dramatic and blithe details. 

The Sonata had its premiere in the 
US on the nationally broadcast St Paul 
Sunday radio programme, which com- 
missioned it. In that performance. Jorja 
Fleezanls. concertmaster of the Min- 
nesota Orchestra and the work's dedi- 
catee. emphasised its muscularity, 
crispness and stately architecture. 

For its second bearing, in Washing- 
ton’s Freer Gallery, Elizabeth Adkins, a 
member of the 20th Century Consort, 
glimpsed in the work a spiritual and 
ultimately more sympathetic voice. Its 
strenuous demands didn’t break her 
attention to the long, singing phrases, 
and she managed to weave the melodic 
/if not exactly tuneful) elements into a 
cohesive whole. 

The Sonata’s four movements grant 
the listener no rest, from an affecting, 
quasi-recitative opening to a muted 
elegy for the composer. Jacob Druck- 
msTv that comes in the third move- 
ment. Shimmering effects (echoes of 
Paganini's Caprice No. 3) and left- h and 
plucking establish D as a tonal centre 
of this memorial, which ends ha unt- 
in gly in C -sharp. The unyielding final 
movement races with shifting metres, 
tremolos and rapid passage work. It is 
a work violinists will want to play. 


Tables 
turned in 
prison 
hell-hole 

TEEATRE_ 

ALAST AIR MACAULAY 

Hof Abort Nigtifagaiies 
Royal Shakespeare Company 


Because it is by Tennessee Williams, 
some of the writing in Not About Night- 
ingales is first-rate. The play has never 
been performed before; and anyone 
interested in Williams - who is one of 
the few 20th-century playwrights who 
deserves to be called “great" - should 
rush along to the National Theatre’s 
world premiere production, which is 
excitingly directed by Trevor Nunn. 

Williams wrote this in 1937-39, still in 
his mld-205. It is interesting to see how 
the character of Jim prefigures so 
many of Williams’s later doomed 
heroes, and to hear how W illiams had 
already hit upon his Ibsenisf technique 
of developing a governing poetic meta- 
phor (in this case, canaries versus 
nightingales) throughout the play. 

In truth, however. Not About Nightin- 
gales l eels like some minor artist's for- 
mula play which then received patches 
of the Williams treatment (not all of 
which Improve it). It is a melodramatic 
prison drama, with a sadistic warden 
and guards wreaking their ap palling 
cruelty and indifference upon the pris- 
oners; and you feel that you have seen 
it umpteen times In old movies or TV 
serials. Williams, writing in 1937-39. 
was ahead of roost examples of the 
genre (and was responding - so a pro- 
gramme note advises us - to recent 
news stories) but so what? Sixty years 
an, we don’t need to see the earliest 
e xampl es of a genre so much as we 
need to see the best. 

Stiff. Williams certainly pulls out all 
the stops. Only 20 minutes into the 
play, one prisoner gives us a mad 
scene. (He keeps singing “Aupres de 
ma blonde", an original touch.) When a 


batch of prisoners get sent to “Klon- 
dike", the boiling-hot punishment hell- 
hole, they troop down there singing 
"Turn On The Heat" in jazz rhythm. As 
they start to die there, the mixture of 
corpses and survivors brings “The Raft 
of the ’Medusa’” to mini Then the 
prisoners reverse the situation and put 
the guards into Klondike: just like the 
moment in Hansel and Gretel when the 
kids shove the witch into the oven. 

We get to know two prisoners best 
jfritrh, the prison bully and the ring- 
leader in resistance to the warden’s 
treatment, and Jim. the cooperative 
“canary” who works steadily towards 
parole. Williams gives them both some 
love-interest. We see Butch’s dreams of 
his Goldie, bis dumb-blonde ex-girl- 
friend; -and we see Jim’s developing 
romance with Eva, the warden's new 
stenographer. Eva is a central charac- 
ter; and you may be sure the wanton 
warden also wants to have bis wicked 
way with her. 

Williams handles the “canary” meta- 
phor with effective poetic resonance; 
but when, late, in the day. he squirts 
some poetic lyricism into Eva’s mouth 

Prison bars rattle like 
mad; steam whooshes 
up through the floors 


the effect is mildly ridiculous. One 
camp prisoner (“I’ve always been 
refined . . . Where's my manicure set?") 
is like a parody of later Williams. 

Trevor Nunn responds to all this in 
his most robustly manipulative man- 
ner; if you enjoyed Les Mis, don’t miss 
this. Prison bars rattle like mad; steam 
whooshes up through the floor in 
"Klondike"; guards’ whistles and alarm 
bells all sound fortissimo ; prisoners 
tramp down the corridors to or from 
their cells; it is all melodrama of the 
ripest kind. The action is very well 
spaced in the Cottesloe Theatre and 
strongly designed by Richard Hoover. 

All the acting is enjoyable, and some 
is good. Since the production (a co-pro- 
duction with Moving Theatre) is in 
association with Alley Theatre. Hous- 
ton. half the cast is American, though 1 
wonder how many could guess cor- 
rectly which half. I especially admired 
both James Black as Butch and Finbar 
Lynch as Jim; acting of supreme econ- 
omy, apparent ease, and force. 

In repertory at the Cottesloe, London SE1. 


In many ways Maw's Sonata should 
be counted among his most impressive 
and engaging works, and it is perhaps 
the strongest addition to the solo violin 
repertoire since Bartdk's Sonata (1943) 
and Berio's Sequenza VIH (1975). 

The other big event in Washington 
was the premiere of William Bolcom’s 
Sixth Symphony, given by Leonard 
Slatkin and the National Symphony 
Orchestra. Slatkin has steadfastly 
believed in Bolcom ever since their stu- 
dent days together in the mid-1960s. 
And Bolcom’s style of blending various 
references - often from the American 
pop culture of his youth - is an idiom 
in which Slatkin naturally excels. 

For the new symphony's perfor- 
mance, the NSO rose proudly to the 
occasion, putting just the right spin on 
the contrasting sentiments. Although 
the first movement. “La Deploration", 
left the most potent impression, it was 
a haunting quotation in the second 
movement, from a recently unearthed 
Vincent Y oilmans tune, that caught 
the ear. If that quote were not so iso- 
lated, presented on a loftier plane, it 
might not have lessened the impact of 
the surrounding material. The third 
movement is more a melancholy inter- 
mezzo than a proper adagio and the 
finale, a jazzy waltz, borrows from 
Schumann’s "CarnavaL". 

For all its moody strengths and 
tou ching episodes, the composer could 
have perhaps developed the 25-mintute 
symphony more by allowing each sec- 
tion to expand, to breath more fully. 
But Bolcom’s symphony, like Maw’s 
sonata, has already found its “legs". 
Repeat performances and recordings 
have already been planned and Slatkin 
and the NSO will take ft on tour. 



Cortn Redgrave and Shenf Parker Lee in early Te 


INTERNATIONAL 


Arts 


AMSTERDAM 

OPEHA - 
Netherlands Opera, Ha* 

MuxteWhaotor 

Tek 31-20-SS1 8911 - • _ . - 

Oedipus Rex end Psalmensymfonie: 
Stravinsky doubte-bili- Nsw. 
Go-production with tha Salzburg 
festival directed by Peter Sellars. 
The conductor is Hans Vonk, and the 

cast includes WiHard WWte; 

Mar 10, 13 . 

BARCELONA 

EXHIBITIONS 
Fundado Joan Wro 

Teh 343-329 1908 

wwwJxn^mtro.es 

Liza Lou; The Back Yard. Installation 
by the American artist, which 
critically recreates the typical 
American Harden; ends on Sunday 


DANCE 
Deutsche Oper 

Tet 43333438401 

.^chatter) von sehnsucra.^. 

Blues: premfew of a new wo* 

choreographed tiy Ranato Za neUato 


a score by Wilfried Maria Danner, 
programme also includes works by 
Massimo Mortcone and Maura 
Blgonzetd; Mar 13 

CHICAGO 

CONCERTS 
Orchestra Hall 
Tet 1-312-294-3000 
www.cNcagosynphony.org 

• Chicago Symphony Orchestra: 
conducted by Herbert Btomstedt in 
works by Mendelssohn. DuHleux and 
Dvorak. With cello soloist Lynn 
Harrell; Mar tt 

• Chicago Symphony Orchestra: 

conducted by Oliver Knussen in 
works by Stravinsky. Lteberson and 
Knussen. With soprano Lucy Shelton 
and hom soloist Gait WiDiams; Mar 
12, 13, 14 

EDINBURGH 

EXHIBITIONS 

National Gallery of Scotland 
Tet 44-131-624 6200 
Discovering the Italian Baroque: The 
penis Mahon Collection. 17th and 
18th century works by Italian painters 
Including Guerct no; ends on Sunday 

FLORENCE 

OPERA 

Teatro GoWont 

Tel: 39-55-211158 

www.maggtofidri9rrtino.com 

Orfeo: by Montivertfl. New staging by 
I ig-a Ronconi, to celebrate the 
reopening Of the Teatro Gt^- The 
conductor Is Ren* Jacobs; Mar 1 D. 
12, 14. 15 

FRANKFURT 


CONCERTS 
Frankfurt Oper 
Tel: 49-69-21202 
SWF-Sinfonieorchester Peter 
Maxwell Davies conducts his First 
and Second Fantasia on John 
Tavener’s In Nomine, and Mozart’s 
violin concerto tn D ma|or. With violin 
soloist Christian Tetzlaff: Mar 15 

LISBON 

DANCE 

100 Days Festival, Expo *98 
Mark Morris Dance Group: I Don’t 
Want to Love by Monteverdi, Gloria 
by Vivaldi, Grand Duo by Lou 
Harrison and Solo: Main Auditorium, 
Centro Cultural de Bel6m: Mar 10, 1 1 

LONDON 

CONCERTS 
Barbican Hall 

Tel: 44-171-638 8891 

• Moscow Radio Symphony 
Orchestra: conducted by Vladimir 
Fedoseyev in an all-Russian 
programme of works by Borodin. 
Rachmaninov and Stravinsky. With 
piano soloist Derek Han: Mar 10 

• Elliott Caner 90th Birthday 
Celebrations: Pierre Boulez conducts 
the London Symphony Orchestra in a 
programme of works by Ravel, 

Carter. Stravinsky and Prokofiev. 

Mar 12 

• The Royal Opera: Mefistoiefe, by 
Bofto. Concert performance, 
conducted by Bernard Haitink. The 
title role is sunq by Samuel Ramey; 
Mar 14 

Royal Festival Hall 

7a/: 44-171-960 4242 

• Philharmonia Orchestra: 
conducted by DohnSnyf in works by 


Bartok and Haydn. With ceflo soloist 
Heinrich Schiff; Mar 11 

• Beethovenhalle Orchestra: 
conducted by Marc Soustrot in 
works by Beethoven. With violin 
soloist Raphael Oleg: Mar 15 

• London Philharmonic Orchestra: 
conducted by Mark Elder in Bach's 
Mass in B minor, with the Choirs of 
Westminster and St Paul’s 
Cathedral; Mar 15 

OPERA 

EngTish National Opera, London 
Coliseum 

Tel: 44-171-632 8300 

• La BohOme: by Puccini. Steven 
Pimlott's production is revived by 
Bany Atkinson and Frances Moore, 
and conducted by Emmanuel Joel; 
Mar 12, 14 

• The Elixir of Love: by Donizetti. 
New production, directed by Jude 
Kelly and designed by Robert Jones. 
The conductor is Michael Lloyd; 

Mar 11 

• The Tales of Hoffman: by 
Offenbach. New production by 
Graham Vick, designed by Tobias 
Hoheisel and conducted by Paul 
Daniei/WUllam Lacey, Mar 10, 13 

LOS ANGELES 

CONCERTS 

Dorothy Chandler Pavilion 

Tel: 7-213-365 3500 
Los Angeles Philharmonic: world 
premiere of a specially 
commissioned work by Undberg, 
Fresco, conducted by Esa-Pekka 
Salonen. Programme also Includes 
works by Bernstein and Schumann; 
Mar 12, 13, 14, 15 

MADRID 


CONCERTS 
Audftorio Nactonal 

Tet: 34-1-337 0100 
London Symphony Orchestra: Pierre 
Boulez conducts works by Bartok, 
Schoenberg, Cater and Debussy 
Mar 14 

MANCHESTER 
CONCERTS 
Bridgewater Hall 

Tel: 44-161-907 9000 
Kbi Te Kanawa: recital by the 
soprano, accompanied by pianist 
Julian Reynolds; Mar 13 

MILAN 

OPERA 

Teatro aBa Scata 
Tet: 39-2-88791 
wwwJascata.rnttano.it 
Kovandna: by MussorgskL 
Production from the Mariinsky 
Theatre of St Petersburg conducted 
by Valery Gergiev (Alexander 
Polirfchka on Ma- 13) In a staging by 
Fedor Lopukhov; Mar 11, 13 

MUNICH 

OPERA 

Bayerieche Staatsoper 

Tet 49-69-2165 1920 
The Midsummer Marriage: by' 
Michael Tippett Munich premiere. 
Mark Efcter ccncfoctB a protfoction 
staged by Richard Jones, with a cast 
induding Alison Hagtey and PhWp 
Lang ridge; Mar 11 

NEW YORK 

CONCERTS 
Carnegie Hall 

Tet 1-212-247 7800 


www.camegiehaJLorg 
San Francisco Symphony Orchestra: 
conducted by Michael Tilson Thomas 
In Mahler's Symphony No. 6 in A 
minor; Mar 12 

EXHIBITIONS 

Metiopofitan Museum of Art 

Teh 1-212-879 5500 
wwwjnetmusaum.org 

• Paul Strand, Circa 1916: 50 rare 
prints tracing the photographer’s 
transition from a soft-focus style to a 
bold, American modernism; from 
today until May 31 

• Pierra-Paul Prud’hon (1758-1823): 
first American retrospective of work 
by the court painter and draftsman, 
who won acclaim during the years 
spanning the French Revolution, the 
Empire and the Restoration for his 
allegories and portraits. 

includes 60 paintings and 100 works 
on paper; from today until 
Jun7 

OPERA 

Metropolitan Opera, Lincoln Center 

Tet: 1-212-362 6000 

wwwjnekperg.org 

• Lohengrin: by Wagner. New 
production by Robert Wilson, wife 
costumes by Frida Parpwgglani; 

Mar 13 

• Samson et DailLa: by Saint- SaSns. 
Now production by Elijah Moshfnsky, 
with designs by Richard Hudson; 

Mar 10, 14 

PARIS 

CONCERTS 
Salle Heyel 

Tel: 33-1-4561 6S89 
Orchestra de Paris: conducted by 
Semyon Bychkov In a concert 
performance of Strauss's Before; 


iWOBams Alastair Muir 


Mar 12. 15 

Theatre des Champs BysAes 

Teh 33-1-49525050 
Orchestra ties Champs-Bystee: 
conducted by PhiDppe Herreweghe In 
works by Beethoven. WHh vfottn 
soloist Alessandro Mocda. cellist 
Pieter Wlspeiwey and piano soloist 
Ronald Brautigam; Mar 13 

TOKYO 

OPERA 

Bpnkamura 

Tab 81-3-3477 9999 
Canadian Baroque Opera Company 
from Toronto: Le Nozze dl Figaro, by 
Mozart On English with Japanese 
subtitles}; Orchard HaU; Mar 11. 

12, 13 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for Europe 
can be received in western Europe 
on medium wave 648 kHZ (463m) 

BIROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06.30: Moneyffrte with Lou Dobbs 
1330: Business Asia 
19-30: World Business Today 
22 . 00 : World Business Today Update 

• Business/Market Reports: 

05:07; 06:07; 07:07; 0820; 09:20; 
1020; 1120; 1132; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports five from L1FFE as the 
London market opens. 
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MARTIN WOLF 


Leave Bill alone 


Antitrust officials should not attack Microsoft merely in order 
to save the competitive position of its failing rivals 


Over IS long and weary 
years the US Department of 
Justice pursued Big Blue. 
Ultimately, International 
Business Machines’ 
monopoly was broken, not 
by the caped crusaders of 
the DOJ, but by the . 
inventors of an industry 
whose significance few 
understood. This is - or 
should be - a cautionary 
tale. Alas, today's attacks on 
Microsoft indicate that many 
people have, Hke the 
Bourbons, learnt nothing 
and forgotten nothing. 

For the erstwhile giant, 
the transformation ha$ been 
devastating. Last Friday, 
IBM’s market capitalisation 
was $95.4bn (Essbnj. This 
sounds impressive. But 
Microsoft and Intel now 
tower over their once mighty 
rival (see chart). Progress in 
hardware and software has 
spawned vast industries. Bill 
Gates, master of Microsoft, 
argued before the Senate last 
week that "over 2m 
employees are at work In the 
US economy, as a result of 
the software industry 
. . . [and] more than 44,000 US 
software companies earned 
over $ 100 bn in revenues". 

Few notions seem more 

absurd than that 
bureaucrats, lawyers, judges 
and legislators would do a 
better job of determining the 
future of this industry than 
those who compete within it 
and the consumers they 
must satisfy. Yet that is 
what seems likely to happen. 

Economic arguments for 
antitrust action exist. But it 
would be naive to suppose 
an overwhelming desire for 
optimal economic 
intervention, motivates 
today's clamom*. Antitrust is 
as much a response to 
political pressures as a 
crusade to improve the 
economy. As Do minic k 
Armen tano of the University 
of Hartford has argued. It 
has always been so* 


Mr Gates is to personal 
computers what Henry Ford 
was to motor cans: the man 
who turned a backyard 
industry Into an oligopolistic 
behemoth. Such men are 
rarely loved; nor are their 
companies. Yet the triumph 
of Mr Gates marks a 
I necessary stage in the 
I evolution of the industry. 
The era of individual 
i invention and 
entrepreneurship is 
! becoming one of large-scale 
innovation and organisation. 
The emergence of titans 
marks the transition 
between the two. 

Behind the dislike 'for 
Microsoft is also a range of 
powerful interests. As the 
late Mancur Olson pointed 
out in his classic. The Logic 
of Collective Action, 
producers are always a more 
effective lobby than 
consumers because the 
amount they need to expend 
on the political process is 
trivial compared with the 
gains each of them seeks. 

Consumers have shown 
their approval of Microsoft 
by preferring its products to 
available alternatives. Yet 
anyone who examines the 


Senate's judiciary committee 
hearings can see it is not 
consumers, but Microsoft's - 
rivals, whose voice is best 
represented. Senator Orrin 
Hatch, chairman of the 
committee, represents Utah, 
home of Novell, itself 
directly threatened by 
Windows NT. Only the naive 
would suppose his 
committee's investigation 
will be objective. 

Antitrust authorities are 
hardly immune to lobbying, 
either. They also have a 
personal interest in a 
high-profile case such as 
this. Investigations are now 
under way in the US 
(including by 27 states), the 
European Union and Japan. 
The pursuit of Microsoft will 
be a gravy train. 

One ought to be cynical 
about the motives of those 
engaged in the Microsoft 
hunt. But it remains 
necessary to examine the 

arguments. The legal case 
against Microsoft is analysed 
— otiL cogently dismissed — 
in a recent paper from the 
Cato Institute, a free-market 
thinktank in Washington 
DC. - * More fundamental are 
the economic arguments. 


Hovr : lficrosoft has beaten Big Blue 
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also examin ed In that paper. 
At their core is the view that 
Microsoft possesses an 
undesirable monopoly that 
must simply be broken. This 
case is advanced by Ralph 
Nader, the veteran consumer 
activist It is the one that 
really matters. 

' The arguments are that 
Microsoft is a monopoly 
provider of the operating 
software fbr PCs; that the 
benefits from this monopoly 
give Microsoft a decisive 
advantage in the market for 
application software; that 
the monopoly in operating 

systems is being 
dangerously extended to 
internet browsers; and that 
the effect of the monopoly is 
to reduce choice, slow 
innovation and concentrate 
Inordinate power in the 
hands of one company. 

These points have been 
supported by a line of 
analysis associated with 
Brian Arthur of the Santa Fe 
Institute. He argues that in 
industries characterised by 
“network externalities" in 
demand and increasing 
returns in supply, the 
choices available today are 
determined by those made 
yesterday. As a result, a 
company gains a decisive 
advantage from being 
“first-mover” in a market 

How cogent are these 
arguments? Not very. 

First the heart of the 
market process is a search 
far profitable monopolies. 
These are then open to 
I attack by new entrants, as 
happened to once-mighty 
I IBM The fact that the most 
| competitive enterprise in the 
world's most dynamic 
industry is hugely profitable 
is neither surprising nor 
intrinsically undesirable. 

Second, the theory that 
decisive advantage derives 
from being the first mover is 
contradicted by the history 
of the computer industry. If 
it were true. IBM would be 
the dominant company. 

Apple would be the most 
successful supplier of PCs, 
Netscape would have a 
monopoly of browsers and 
Microsoft Ward would not be 
the leading word-processor. 

Third, if there is an 
advantage to using the samp 
software as everybody else, a 
temporary monopoly may be 
inevitable. But it can still be 
overturned by someone who 
invests in a much better 
alternative. It is because Mr 
Gates is aware of the fragile 1 


nature of Microsoft's 
advantage that his company 
has done an outstanding job 
of protecting it. 

Fourth, proprietary' 
ownership of an operating 
standard, such as Microsoft 
Windows, must grant 
market power. But its 
existence can still benefit 
consumers, compared to 
I non-proprietary standards, if 
I investment in improvement 
! of the standard Is itself 
1 desirable. Any owner has a 
| big Incentive to make such 
investments, because be 
reaps the reward. This is 
1 why Unix - initially 
non-proprietary - is 
becoming a set of less 
interchangeable, proprietary 

standards. 

Fifth, while Microsoft's 
competitors have an interest 
in preventing it from 
, extending Us reach into 
software that competes with 
theirs, this may well not be 
true for Its customers. They 
are likely to want tbeir 
operating software to 
possess a growing number of 
integrated features. They 
benefit from the resources 
poured into improvements 
by Microsoft. Moreover, as 
Mr Gates remarked last 
week, it seems impossible for 
any one company to control 
access to the internet. 

Finally, even if radical 
Intervention might, in 
theory, improve the 
performance of this dynamic 
industry, actual antitrust 
always fells far short of the 
ideal. The chances that 
remedies devised by 
bureaucrats and lawyers will 
be relevant, timely and 
effective are close to zero. 

The principal impact of 
the case against IBM was to 
weaken its target That, not 
benefits for the consumer, is 
what those lobbying for 
radical action against 
Microsoft also desire. In a 
free country, they are 
entitled to try. But there is 
no compelling reason to let 
them gain in the political 
marketplace what they are 
failin g to win in the real one. 


End in sight for 
Mr Eternity 


Kohl has been a great chanceltor became ti^irflJture 
Germans with a link between their past ana ™ ^ ^ ^ 
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* Dominick T. Armentano, 
Antitrust and Monopoly: 
Anatomy of a Policy Failure 
(New York and London : 
Holmes & Meier, 1990k 
** Robert A. Levy, Microsoft 
and the Browser Wars, Policy 
Analysis 296 (Washington 
DC: Cota Institute. 1998) 
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O nly a brave per- 
son would start 
writing the politi- 
cal obituary of 
Helmut Kohl The state of 
the conservative parties in 
Germany does not resemble 
that of thf> British Conserva- 
tives a year ago and the Ger- 
man chancellor is of far 
greater stature than John 
Major. The unification pro- 
cess. whatever its cost to 
Germans, may have slowed 
down the inevitable erosion 
of support for Mr Kohl by 
giving him extra political 
mileage. But there are limits 
to historical events. 

With the victory of Ger- 
hard Schroder in Lower Sax- 
ony, what seemed Improba- 
ble a few months ago could 
become reality in the Sep- 
tember genera! election. “Mr 
Eternity" - to use the term 
for Mr Kohl coined by 
Joschka Fischer, the presi- 
dent of the Green party - 
may nc»t be politically eter- 
nal after all. 

The end of the Kohl era. 
should it happen, would 
b3ve more of a symbolic 
than a real political or eco- 
nomic significance. This is 
as much a tribute to the 
greatness of Mr Kohl as to 
the stability of Germany. 
Germany today does not 
need Mr Kohl in the way, 
according to many histori- 
ans. the young German 
empire needed Bismarck 
more than a century ago as a 
restraining force. 

Germany is a secure 
democracy. protected 
against the horrors of his- 
tory by its own past. The 
possible election to the chan- 
cellorship of Mr Schroder, 
after he transformed 
regional elections into a US- 
style presidential primary, 
would constitute not only a 
defeat of the stodgy Social 
Democratic party, but also a 
step towards the modernisa- 
tion of German political life. 

Above all. it would be a 
generational turning point. 
Tire same would be true if 
Wolfgang Sch&uble, leader of 
Mr Kohl’s Christian Demo- 


Jor. A post Kohl Germany 
will be just as Pro- 
European, and would not 
become more arrogant or 
more nationalistic. It will 
neither more Inward nor 
more outward-looking. 

Deep down, a Germany 
without Mr Kohl will be a 
Germany led for the nrst 
time in its recent history by 
someone with no significant 
personal or emotional 'inks 
with the second world war. 
Here the loss or Mr Kohl 
would be felt. For it would 
mean that a country with 
too much history would be 
led by a man with too short 
a memory, a man without 
enough of a past. 

Mr Kohl has been a great 
chancellor because be pro- 
vided a bridge between Ger- 
many’s past and its future. It 
is because he had Jiving 
memories of the sufferings 
and destruction of the war 
that his commitment to 
Europe's cause has been a 
matter of personal faith, not 
simple political dogma. 

For years the chancellor 
has bpen the best teacher on 
European affairs through his 
simple reminiscences about 
his childhood, about his ser- 


would dig corpses of the 
burning remnants of the fet 
pet air bombmgs. or about 
Jhe tragic history of his own 
family during two world 
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ne improbable but very 

real personal friendship that 

developed between SVanco is 
Mitterrand and Mr Kohl# a 
friendship between the 
sophisticated, literary and 
highlv cynical French presi- 
dent his more provm- 
cial. but more earnest Ger- 
man counterpart, started 
from common wartime mem- 
ories and reflections. 

Mr Kohl, a consummate 
politician, has milked his 
own experiences for political 
ends. But this does not 
detract from his ability to 
bring the past into the pres- 
ent. He lias played a crucial 
role by stressing a more edu- 
cational approach to politics, 
based on the belief that it is 
one’s responsibility and duty 
to guide people in the direc- 
tion one deems necessary 
and just. 

In the end what really 
matters for the future is the 
following question: who will 
be in a better position to 
impose on Germany the 
unpopular reforms necessary 
for a society that still lives 
beyond its means? The 
answer Is far from clear. Mr 
Kohl needs to reinvent him- 
self. while Mr Schrtider must 
decide who he really is. 

Mr Schroder may cam- 
paign like Bill Clinton, the 
US president, and compare 
hims elf with Tony Blair, the 
UK prime minister, even if 
in socio-economic terms he 
is closer to Lionel Jospin, 
the French prime minister. 
But Germany, like France, 
had no Lady Thatcher. The 
next chancellor will have to 
grasp the nettle of reform. 


Kohb his commitment to Europe 
reflects firs personal faith 


The author is deputy director 
of the Paris-based Institut 
Francois des Relations Inter- 
nationales and. editor of Poli- 
tique Etrangere. He writes 
here in a personal capacity 


“I know its late, tat 111 like some 
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ryn Hazard of capital outflow can be controlled 







From Mr Andrew PoweU. 

Sir. I read with interest 
Martin Wolfs comments on 
capital account convertibil- 
ity and his view that it “is 
not whether capital flows 
> should be controlled, but 
how” (“Flows and blows”. 
March 3). 

The analysis focused on 
Asia, but it might also be 
argued that Argentina suf- 
fered from the fickle nature 
of Internationa] capital dur- 
ing the tequila period of 1995 
when 18 per cent of bank 
deposits fled the country in 
little more than three 
months. However, there is 
no strong lobby against the 
opening of the capital 


account that has taken 
place, nor in favour of capi- 
tal controls in this country. 
Ratber. there is an apprecia- 
tion of the value of such for- 
eign capital, wisely invested, 
in increasing the efficiency 
of the economy and the 
wealth of its citizens and in 
monitoring policy decisions. 

The lesson learnt, how- 
ever. was that capital that 
enters may at some point 
leave. Hence the "systemic 
liquidity risks" associated 
with the acceptance of such 
capital must be managed - 
something wbicb most G10 
countries arc lucky enough 
not to have to consider in 
the same way. This risk is 


normally to be found concen- 
trated in the banking system 
and for this reason Argen- 
tina has developed a “sys- 
temic liquidity policy". 

This policy essentially con- 
sists of a liquidity require- 
ment system on banks and a 
contingent international 
credit facility with 14 inter- 
national banks which 
together give Argentina 
access to international funds 
for some 30 per cent of the 
total deposit base. If capital 
decides to leave in bulk then 
there is sufficient liquidity 
to manage such an outflow 
without placing the other 
objectives of the central 
bank in jeopardy. 


There is therefore a third 
way. The choice is not a 
closed capital account versus 
total vulnerability to the 
fickleness of International 
capital. The optimum may 
be to accept capital as 
offered but to ensure that 
the liquidity risks associated 
with that capital are man- 
aged through an effective 
“liquidity policy" at the sys- 
temic level. 


Andrew PoweU. 
chief economist, 

Central Bank of Argentina, 
Reconquista 266. 

Capital 1003. 

Buenos Aires. 

Argentina 


A damper on 
initiative 


Pharmacists favoured for healthcare advice 
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From Dr David D. Ilcbb. 

Sir. Lucy Kellaway's 
article “Manage with 
mother" (March 2J was most 
enjoyable, but contains an 
unstated assumption which, 
when applied to company 
management, is likely to 
lead to dire results. 

The objective of Ms Kella- 
way's regime appears to be 
to bring order and peace to 
her family, something every 
parent desires. However, 
does such an undisputed 
“command and control" 
regime, one which denies 
choice to* those not in com- 
mand. encourage the devel- 
opment of assertiveness and 
independence of mind, etc - 
qualities that ore needed in 
managers and upon which 
the long-term growth of any 
organisation is dependent? 

We have all witnessed 
companies that have pros- 
i pered for a time when under 
> an absolute command and 
control regime but then 
i decline because such 
regimes discourage the 
establishment of a culture of 
initiative on which growth is 
dependent. 


From Mr John Ferguson. 

Sir. Your report. “AAH in 
Si 17m revamp of pharma- 
cies” (March 6). highlights 
the UK government's inten- 
tion to harness the full 
potential of the community 
pharmacy as a centre for 
healthcare. 

Pharmacies are user- 
friendly yet tightly regu- 
lated. staffed and run by 
highly qualified pharmacists 
and are Increasingly 
regarded as a first port of 
call for healthcare. Every 
working day, pharmacists 
respond to more than lm 
people who want their 


advice on medicines and 
health. The profession is 
working with government to 
develop the role of pharma- 
cists as providers of a range 
of health-related pharmacy 
services for the benefit of 
patients and the National 
Health Service. 

Surveys show that people 
want and need pharmacies 
close to where they live, 
shop and work. Retail con- 
sultant Clive Vaughan’s 
claim that Britain is over- 
provided with pharmacies is 
therefore, puzzling. British 
pharmacies each serve a con- 
siderably higher number of 


people 14,683) than is the 
European average <3,2801. 
And for every 100,000 
patients in the UK. there are 
only 21 practising pharma- 
cists compared with other 
European nations, including 

Swr 1 spoin 

e 5 de »ce which led to 
Mr \ aujhan s claim ^ there _ 

fore by no means clear. 


John Ferguson, 
secretary and registrar 
Roya 1 Pharmaceutical ’ 
f?? l 5 K°L Gpeat Britain, 
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Keeping tabs on duty free I All’s not fair 


David D. HeM>, 

464 Riverside Drive. 

Apt 4A, 

New York NY 10027. US 


From Mr Keith P. Ferris. 

Sir, I refer to your leader 
"Bootlegging at Dover" 
(March 7}. There is an easy 
solution. Everyone bringing 
into the UK more beer, 
spirits and cigarettes than 
he can carry should bo 
required to put items 
through a labelling machine 
at the port of entry. This 
machine would imprint 
indelibly: "Imported duty- 
free for the personal use of 
X,“ 

The European Union com* 
missioners could hardly 
object to what is a correct 
description. The labelling 


would make it difficult to re- 
sell the items and would 
make it easy for Customs & 
Excise and the police to 
intercept unlabelled illegal 
imports. Above all, the 
resulting delays at the port 
would be a strong disincen- 
tive. 

1 A”, S "E? th * French 
would do tins if the roles 
were reversed! 


Keith P. Ferris. 
24 Asptan Drive, 
Coxheatb, 
Maidstone, 

Kent 1HE17 4JZ, 
UK 
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China’s 

reforms 


The annual National People's 
Congress is usually fairly 
uneventful, being little more 
than a rubber stamp for Chinese 
Communist party policy: This 
year, though, things are more 
intere sting . The congress is likely 
to confirm the ascendancy of Zhu 
Rongji - and determine the 
■ fixture of bis radical reform pro- 
gramme. 

The reforms being put forward 
are bold. There are plans to slash 
jobs in the civil service; to 
restructure the state-owned 
enterprises; and to recapitalise 
the banking system. 

Chinese leaders have been 
tal kin g about these issues for 
years, with little consequence. 
What makes thing s different this 
time round is the position of Zhu 
Rongji With the support of Presi- 
dent Jiang Zflmtn, be is building 
up a formidable political *power 
base. 

Mr Zhu is virtually certain to 
be named premier at this Con- 
gress, and could see some of his 
supporters appointed to other 
key posts. Hie appears to have the 
mandate .to. carry .his. reforms 
through. 

This all sounds like good news. 
But some commentators are wor- 
ried. They fear that the combina- 
tion of the reform package and 
the Asian crisis could lead to a 
serious downturn in growth in 
China. This would cause a sharp 
rise in unemployment, which 
could spark social unrest. The 
Chinese authorities would then 
be left with little choice but to 
devalue the yuan in the hope of 
export-led growth. 

Devaluation might sound like a 
sensible option in this scenario. 
But it would cause more prob- 
lems than it would solve. 

It would undermine the credi- 
bility of the authorlheB. It would 


increase the cost of imports of 
raw materials, a large chunk of 
Chinese manufacturers’ costa, 
and the cost of vital new capital 
goods. And most seriously, it 
could prompt a new wave of spec- 
ulative attacks in the region, 
'Including pressure on the Hong 
Kong dollar peg, something 
China is desperate to avoid. 

In fact, China has the capacity 
to keep economic growth high 
without touching the exchange 
rate. The key is the government's 
ability to boost domestic rtHmanH 

There is a huge stock of 
savings in China, which, if effec- 
tively harnessed, could he used to 
steer the economy through the 
next few years. Unfortunately, 
most of these savings are in the 
state-owned banks. These are 
crippled with bad debts, lack 
proper credit assessment 
systems, and still conduct large 
amounts of “policy lending - ”. 
They are in no position to Chan- 
nel funds efficiently . 

If the banks cannot be effective 
intermediaries, then another way 
must be found to tap the savings 
pool The answer is to reform and 
revitalise the debt market. 

An efficient bond market could 
fund spending on much-needed 
infrastructure projects, providing 
a boost to domestic demand. It 
would'also help the government's 
plans to recapitalise the banking 
system. And it would make it 
easier for individual companies 
to raise money on the bond mar- 
kets, bypassing the banks.. 

Mr Zhu's plans indicate that he 
is aware of what will be needed 
to reform the economy. He must 
be given the authority to carry 
through his piano even when the 
' going gets tough, fihina has an 
opportunity to modernise 
its economy which It must 
not miss. - 


Drink problem 


The UK’s doty-tree sales lobby Is 
peddling the strange idea that 
ending concessions on alcohol 
and tobacco for travellers in the 
EU will cost the Treasury money. ' 
ft may be so. Economists can 
prove almost anything if they are 
fed the the right assumptions. 
And if enough of those now buy- 
ing tax-free whisky at Dover, 
were to switch to cognac horn 
Calais, perhaps UK alcohol reve- 
nues (and taxes; could take a bit 
of a hit. But far the EU as a 
whole, the ending of duty-free 
concessions wiQ increase the tax 
t picg, and this cash can help to 
create Jobs in other sectors. 

If the UK loses business, that 
will be because it imposes higher 
duties than its neighbours. This 
is a separate matter which 
should, he. considered in the con- 
text of the EU as a whole. When 


the duty-free era ends, shoppers 
will have more Incentive to buy 
-where the taxes are lowest. 
Greater harmonisation may be 
desirable. For even, though lim- 
ited tax competition would do 
little hann, it may create anoma- 
lies. On cross-channel ferries, for 
example, clearer rules will be 
needed, about which country’s 
duty should be paid. 

These, however, are feeble 
arguments for retaining duty- 
trees, which create big monopoly 
profits, distort the economics of 
travel an ri discriminate against 
retailers which charge the full 
tax. Some jobs may he lost but 
probably not nearly as many as 
the lobbyists claim. Airports are 
m of excellent shops. If they 
cannot make a living out of booze 
and fags, they will surely try 
something else. 


Taxing saving 


The pursuit of coherence and 
consistency in UK taxation is 
nncoimfartebly like the search far 
the Holy Grail Yet it m atters 
pr of oundly, not least In the treat- 
ment of savings. There has to be 
same lone-term predictability In 
the tax framework if individuals 
axe to plan their lifetime incomes 
to leave adequate sums for retire- 
ment. And the tax reliefs 
accorded to different types of sav- 
ing - give rise to - fundamental 
questions of equity- . 

So much the better, it might be 
thought, that Gordon Brown has 
shown himself sensitive to the 
need for a more neutral treat- 
ment of savings with his individ- 
ual savings account (ISA). Under 
the present fiscal regime people 
who hold their savings mainly to 
banks and building societies - 
chiefly those an on- tow incomes 
- face higher effective tax rates 
on their savings than the better 
off, who invest more in less liq- 
uid bousing and pensions. 

A sound approach to the taxa- 
tion of savings is also a highpn' 
airity to a broader seas* ™ itbe 
basic state pension dedtoingj® 
relation to earnings and the leva 
of benefits in the second tier of 
state provision, Serps, being 
eroded, private Provision will 
have to increase. The tax 
arrangements for .the govern- 

stems and their intcr-relat^is^p 
with the other savings rahefs wiB 
thus be important 

Mr Brown's problem, that 
of any other chanceDor. Is the 

difficulty of balancing the 
demands of equity,- consurtency 
with 

commitments and budgetary ran 
ZTjtlU The Treasury's initial 

SSiS'.'iKww-s: 

amount many peopl 


already accumulated in Peps and 
Tessas - Introduced an element 
of retrospection which was 
resented by those who used these 
vehicles for pension provision. 

Clearly the government must 
avoid giving excessive subsidies 
far the existing savings of the 
rich. Yet the lifetime ceiling 
would scarcely inspire public 
confidence in its readiness to 
main tain a stable tax regime. The 
limit would also be fiendishly 
complex to administer. 

At the other end of the spec- 
trum, meantime, those on low 
TTtfmnes confront a much less 
remarked problem. If they end up 
on income support the benefit 
rules are such that they could 
face marginal tax rates on their 
Income from ISAs of more than 
100 per cent Less sophisticated 
savers may also find the separate 
investment sub-limits within 
the ISA daunting in their 

complexity. 

. 'These are not insoluble prob- 
lems. A radical chancellor would 
address them by scrapping mort- 
gage Interest relief at a time of 
rising house prices and using 
part of the proceeds to iron out 
the ISA anomalies. The lifetime 
limit should be scrapped, a mea- 
sure that the government now 
appears to have taken aboard. 
The limits would be more 

than sufficient to ensure that the 
subsidy to richer savers Is not 


At the same time ISA savings 
should be granted a worthwhile 
exemption for the purposes of 
calculating benefited the 
investment limits within the ISA 
should be scrapped. This would 
not prevent ISM from bemg a 
tax break mainly for the wen off. 
But the system would be a lime 
less inequitable and marginally 
more efficient. 
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COMMENT & ANALYSIS 


Battle with the past 

If the UK government tries to curb the 'excess’ profits of utilities, it risks blunting the incentives 
that have dramatically improved efficiency, argues Max Wilkinson 


British socialism is dead. Long 
Hoe the privatised utilities! 

T hat Is not an ideal slo- 
gan for Britain’s new 
Labour government. 
After all, only four 
years ago. Labour was still for- 
mally committed to the “ common 
ownership of the means of pro- 
duction and distribution 
and. . . popular administration 
and control of each industry”. 
Tony Blair, Labour's leader and 
now UK prime minister, may 
have killed off that socialist- 
minded clause in bis party’s con- 
stitution. But many in his gov- 
ernment still loathe the idea that 
privatised monopolies can cream 
off big profits for shareholders. 

A long-promised government 
discussion document on the regu- 
lation of the big four utilities 
(telecommunications, gas, elec- 
tricity and water) was intended 
to soothe such anxieties. But 
after a fierce battle between Mar- 
garet Beckett's department of 
trade and industry and the Trea- 
sury, publication has again been 
delayed. Early drafts represented, 
as one official remarked, “some 
steps backward" towards direct 
government interference. The 
question is; how many steps will 
be allowed? 

Essentially, the issue is 
whether the privatisation train 
set off by the Conservatives in 
the 3980 b should continue to be 
propelled by the profit motive, 
moderated by relatively light reg- 
ulation. Or should the utilities be 
brought more directly under 
political control - to curb excess 
profits, to emphasise social objec- 
tives and to make utilities more 
environmentally responsible? 

At present, profits are the main 
spur to efficiency even in the 
monopoly sectors. Regulators set 
maximum prices at levels calcu- 
lated to produce “normal" prof- 
its. But any profits above these 
levels can be retained. Every five 
years, price ceilings are re- 
adjusted to push pr ofi ts back to 
the supposedly normal level. So 
to keep up their profit stream, 
utilities must continually find 
more efficiency gains 
That is the theory. Unfortu- 
nately, even when it is working 
well, profits can look large while 
efficiency gains tend to mean job 
cuts. This is only one of the diffi- 
culties for the labour party. 

For a start, it was a Tory idea, 
vociferously opposed at every 
staffs by Labour. When the regu- 
lators made some bad mistakes 
resulting in much higher profits 
than they had envisaged and 
allowing enormous pay-outs to 
executives. Labour MPs howled 
with outrage. The issue is still 
emotive, as demonstrated this 
week when Labour ministers 
railed against the sale of priva- 
tised rail-leasing companies that 
made their managers instant mil- 
lionaires. 

Moreover, although Labour 
now says it favours competition, 
the introduction of free markets 
into the utilities sector still 
seems problematic. Competition 
may curb excess profits and 
deliver continuing benefits to the 
customer, but it is not good at 
providing concealed subsidies. A 
highly controlled system can give 
rural areas or low-income con- 
sumers “equal” (that is, subsi- 
dised) treatment. But in the 
newly liberalised gas market, for 
example, the biggest discounts 
will go to those with healthy 
credit ratings and large central 
heating systems. The poor will 
not pay more, but they will be 
relatively worse off. 



What, then, can Labour - or 
any other like-minded govern- 
ment - do? Buying the utilities 
back for the state is a long-lost 
dream. In the UK, the combined 
assets of the four industries are 
about £250bn ($4i0bn). equal to 
more than half the gross national 
debt Their turnover represents 
about 8 per cent of national 
income, roughly what the govern- 
ment spends each year on health 
and defence together. Nonethe- 
less, many In the government 
wondered whether state control 
could be partially reimposed by 
tightening the political grip on 
the regulators. This provided the 
impetus for the present review. 

It would therefore be hard for 
Mis Beckett to now say that 
everything is going just fine: that 
regulators have learned from 
their mistakes, are co-operating 
better and doing a good job in 
promoting competition; that they 
have found new ways to curb 
monopoly profits, and are produc- 
ing a system of controls and 
Incentives which, for all its 
faults, is the best in the world. 

Is this too rosy? Perhaps. But it 
is the picture painted by aca- 
demic experts and by indepen- 
dent reports, such as those from 
the UK’s National Audit Office. 
The NAO found in July 1996 that 
British telephone customers had 
enjoyed cuts of 44 per cent in real 
prices since privatisation in 1984. 
Domestic gas prices were down 
nearly a quarter in real terms 
since privatisation, and those in 
electricity by 10 per cent Busi- 
ness customers had done even 
better. 

A study by National Economic 
Research Associates showed the 
impressive extent to which the 
utilities had turned from being a 
drain on the public purse before 
1982 to contributing an average 
£4-5bn a year (excluding the pro- 
ceeds' from share sales) In the 
decade to March 1995. 

Not surprisingly, the regulators 
also support the present system - 


with amendments such as the 
possible flmaigowfltinn of and 
electricity regulation. But their 
strongest theme is the need to 
extend competition to the con- 
sumer’s doorstep. 

The implications of competi- 
tion are huge. In telecoms and 
the two energy industries, the 
regulators' jobs could shrink, as 
much of the tank was t«k«nn over 
by competition authorities. Per- 
haps the message about the 
implications of competition Is 
one Mrs Beckett did not want to 
bear. Since she announced her 
review last July, she has held 
only one 40*oinute meeting with 
the regulators. She arrived late 
and left early. The problem is 
that widespread competition 
amnng utilities would leave the 
government with little to do - or 
to complain about. It would, in 
short, be a triumph for Thatcher- 
ism. 

Clare Spottiswoode, the 
director-general of Ofgas (the gas 
regulator) says that, by the end 
of this year, household gas win 
be bought and sold much like 
supermarket baked beans. Indeed 
Tesco, a UK supermarket, is 
already selling household gas. 
The same will be eventually be 
true of electricity, although prog- 
ress has been slower. 

The key to these profound 
changes is the separation of the 
true natural monopolies - wires 
and pipelines - from the business 
of supply. In gas this is nearly 
complete. Suppliers buy gas on 
the wholesale market, pay a 
transport charge to pipeline own- 
ers and sell the fuel to house- 
holders in competition with other 
suppliers. The result in pilot 
areas has been a fall in house- 
hold gas prices of about a fifth. 

Ms Spottiswoode points out 
that, even if Mrs Beckett wanted 
to make the gas industry “fairer” 
to the poor or more supportive of 
energy conservation, the regula- 
tor would no longer be able to 
Oblige- It would be like asking 


Tesco to give special discounts to 
single mothers. 

Fairness Is not an Ignoble aim. 
The difficulty in utility regula- 
tion is that it too often conflicts 
with incentives for greater effi- 
ciency. Studies of the US regula- 
tory commissions have shown 
the danger. US utilities are con- 
strained to making only a “fair 
profit”, a policy enforced by regu- 
lators with wide-ranging and 
intrusive powers. But they have 
been remarkably ineffective in 
inducing companies to cat costs. 

The UK system of price control 
has, by contrast, been remark- 
ably good at squeezing out excess 
fiat Big profits can be part of the 
evidence. Mrs Beckett, it seems, 
wants to find a way of sharing 
“excess profits" witty consumers. 
This would clearly be a move 
towards the US system of direct 
control over the rate of return 
unless the Treasury insists on a 
definition of “excess” that made 
the provision meaningless. Even 
so, there would be dangers. The 
powers of the regulator - or the 
minister - would become more 
arbitrary. And utilities in danger 
of making excess profits would 
often prefer to boy the chairman 
a Rolls-Royce rather than seeing 
their income redistributed. 

A similar debate is now in fun 
flood over the future of the rail- 
ways, which - In opposition - 
Labour had threatened to rena- 
tionalise. (Rail is not part of the 
government’s current review). 
But here, the argument seems 
different, at least superficially, 
because of the annual £ 2 bn the 
British government pumps into 
the companies that won fran- 
chises to run trains. John Pres- 
cott, the deputy prime minister, 
believes a new regime is needed 
to ensure that passengers and 
taxpayers get value for this 
money. He is outraged by the 
huge profits shown recently by 
takeover activity to the industry. 

But Mr Prescott, like Mrs Beck- 
ett, is to danger of fighting a bat- 




tie with the past High rail profits 
reflect the fact that rail assets 
were sold too cheaply, as the 
NAO attested recently. The 
future of the railways depends an 
the train operators and owners of 
the track honouring their com- 
mitments to invest. The rail regu- 
lator and the director of franchis- 
ing can apply the stick. But the 
carrot will be the profits the com- 
panies can make by tempting 
more passengers away from the 
roads and the air. Government 
interference with these profits 
ran only rmdfrrmtnn such incen- 
tives. 

to rail, as to the other utilities, 
there is considerable scope for 
tidying up the regulatory regime. 
Several separate offices' might be 
amrnigimiirtijri B fear example, ond 
single regulators could be 
replaced by triumvirates. This 
could depersonalise their deci- 
sions (though it might also blunt 
their edge). 

These are details. But there are 
three big issues at stake. First, 
will the government attack the 
fundamental principle of UK reg- 
ulation: that profits should be 
uncontrolled once prices have 
been set and franchises agreed? 
Second, will it add a confusing 
set of social objectives to the rela- 
tively simple framework of eco- 
nomic regulation? Third, and 
closely related, will regulators 
remain independent of political 
interference, except In extreme 
cases provided under law? 

There are ominous suggestions 
that regulators’ rulings will in 
future be subject to ministerial 
“‘guidance’* and moderated by 
panels of politically appointed 
experts. Indeed, if regulators are 
to be given multiple (and there- 
fore inconsistent) objectives, 
political intervention would seem 
almost a necessity. 

That is what happened under 
state ownership. The resulting 
high costs and tneffirngnt invest- 
ments were a heavy burden on 
the UK economy. 


OBSERVER 


Czechs and 
balances 

Wags in Prague had a field day 
yesterday over foe sale of Investifini 
a PoStovnf Banka, foe Czech 
Republic’s thlrcWargest bank, to 
Nomura of Japan. It was, they said, 
the perfect marriage - Nomura, 
which was punished by the Japanese 
government test year over payments 
to corporate gangsters and has been 
accused of bribing officiate, to a 
bank which Is no stranger to foe 
Beamier side of business life. 

Analysts have long been mystified 
by IPB’s untransparent accounts, its 
web of opaque holding companies 
and the way shares have shuttled 
between them - with apparent 
disregard of whether they were 
directly owned or Just managed on 
behalf of fundholders. Coopers <& 
Lybrand was sacked as auditor In 
March last year after demanding 
more provisioning to cover foe 
bank’s questionable loan portfolio. 

The bank was said to lead a 
charmed life because of connections 
with members of the former 
administration of Vaclav Klaus, but 
last April the chairman and deputy 
chairman were arrested for 
questioning about aflsged 
embezzlement and Illegal business 
practices - charges were Hater 
dropped. Then In July the finance 
ministry Imposed the maximum fine 
- a desultory $300,000 - on foe 
bank’s investment fund for repeated 
violations of securities trading laws. 

Randall Dillard, head of Nomura 

Europe, yesterday promised to 


Improve the bank’s transparency. He 
should know the scale of foe 
problem. Normra has been working 
closely with IPB’s management for 
several yeas, and had its own audit 
done on top of the government’s 
examination before it did foe deal. 

Busy number 

Now that Telefonica chairman Juan 
ViOafonga finally has a transatlantic 
alHance to shore up the Spanish 
operator’s ambitious expansion in 
Latin America and elsewhere, he can 
start to rearrange the furniture back 
home. 

Fresh from backstopping and 
promises of eternal friendship with 
Bemle Ebbers of WorldCom and Bat 
Roberta of MCI, the ebullient 
ViKalonga returns from Washington to 
give the group a suitably 
multinational gloss. It’s goodbye 
Telefonica de Espafia. and welcome 
plain and simple Telefonica. 

Insiders say Javier FtevueKa, a 
young lawyer who became managing 
director of Telefonica de Espafla in 
May, will be promoted to deputy 
chairman of Telefonica, and that a 
high-powered chief executive is 
being sought to run the domestic 
company that still provides most of 
the group’s revenues. 

Keeping the home fires burning 
has none of the glamour of setting 
up strategic al fiances and the 
prospect of plenty of pain. Telecom 
Italia has begun limited competition 
in Telefonica's back yard through 
Rstevtsfon, and France T6tecom 
plans to Join In soon. 

From December what used to be 


Telefonica de Esparia's cosy 
monopoly will be open to 
competition from aJl-eomere. One of 
the first on the scene will be British 
Telecommunications - which 
ViHaJonga had originally favoured as 
his Internationa partner. 


Grounded 


The Invitations were issued, the 
marketing spfets pre p ar ed. The 
Eurofighter consortium planned to 
announce the name of the export 
version of the aircraft tomorrow. But 
at the last moment, foe governments 
of Britain, Germany. Italy and Spain 
could not agree. So the hoo-hah was 
called off. They haven't even agreed 
on the name their own air forces wfD 
use. Let’s hope they're flying m 
formation by the time they screw the 
wings on. 


Fast track 


Honda president Nobuhtko 
Kawamoto must be happy to be 
steering the company back kite foe 
glitzy world of Formula One. 

Company founder Solchira Honda 
imbued the company with a 
motorsport culttre and Kawamoto 
himself has an engineer's love of raw 
brake horsepower. In 1968, when 
Honda first withdrew from Grand Prix 
radng, he was busy designing a 
Formula One powfiiptent he stayed 
away from work for months and 
needy quit the company altogether. 

The Japanese company pufied out 
of the fast lane again in 1892 citing 
economic pressures and foe need for 
new, •greener engines. The pit stop 


seems to have done no harm: Honda 
has surged along Japan’s bumpy 
economic track to collect healthy 
profits, so there's plenty of loot to 
develop pricey Grand Prix cam. 

Kawamoto’s decision should make 
foe Grand Prix efreuft a more 
interesting ptaceln the next 
millennium. Germany’s BMW is also 
on Its way to the starting fyld to 
provide competition for arch-rival 
Mercedes-Benz, runaway winner of 

the weekend’s Australian speedfest 

aid now teamed up with Honda’s 
old partner McLaren, 

Wooing Mimi 

■^Sbe wouldn’t say yes, she woufdnt 
say no. She wouldn't say come, she 
wouldn’t say go. - That old music hall 
cfitly might be going through the 
mind of Uffe BtemanrvJenseru leader 
of Denmark’s Liberal Party, who's 
hoping to be prime minister after 
tomorrow's general election. 

His chanoes seem to hinge on 
whether Mlml Jakobsen, the leader 
of the small Centre Democrat party, 
swings behind him or becks the 
current Social Democratic premier 
Pod Nyrup Rasmussen. 

Politically, she’s a bit of a tease. Jn 
the 1980s, her party supported the 
governments of Conservative leader 
Poul Schluter, then switched to 
Nyrup Rasmussen in 1993. When the 
current election campaign began, 
she changed allegiance again, but is 
now prevaricating. 

Even on election night, she says, 
she won’t aay who she win support 
for prime minister, it sounds Bke foe 
start of an auction. 


100 years ago 

Yukon Expedition 
We hear with interest that a Mr J. 
Walter Stansfleld has organised a 
Yukon expedition at Southport, 
and that the gallant band is 
already on Its way to the wiki 
Norm-West, having left Liverpool 
on the 19th uft. Why Southport 
should have been selected as a 
recruiting ground we do not know, 
but if provincial enterprise 

continues along these lines, the 
Kkmdyke wffl soon be clotted with 
picturesque groups of 

excursionists, for all the world Bke 
a Sunday school picnic, 

50 years ago 

Britain's 1948 Targets 
Drastic cuts in gold and dollar 
purchases bringing wholesale 
unemployment, distress and 
dislocation of production, Wm be 
Inevitable unless American aid s 
forthcoming. This is foe sombre 
conclusion of foe Government 
Economic Survey for 1948. No 
statistical account is taken in foe 
national balance-sheet of 
American aid, but the Survey 
assumes, as a basis of general 
pofley and pfenning, that 
assistance in some form win be 
available. The nation started foe 
year with gokf and dollar reserves 
of £680 mffliom, but by mid-year 
these wifl be reduced by £222 
mfillone and at foe same rate of 
drain would be esfoaustad during 
1949. 
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Italy calms EU partners 
with assurance on debt 


Another month, another giant merger 
collapses. But this time generalised 
gnashing of teeth would be out of place. 
The Industrial logic of the Reed Elsevier/ 
Walters Kluwer merger was pretty thin to 
start with; the promised £60m annual syn- 
ergies were a pittance by comparison with 
Qlaxo/ SmithKUne ’s filbn-plus benefits. 

Still, the notion that rumblings from 
Brussels completely explain the divorce Is 
a touch hard to credit Not only had the 
European Commission's anti-trust arm 
yet to finalise its demands for waving 
through the deal but the best guess was 
that the merged group would have had to 
sell businesses accounting for only 5 per 
cent of combined revenue. 

True, some of these, like parts of legal 
publishing, would have been strategically 
Important. And, in future, the merged 
group could have been hemmed In by the 
competition police. But that does not 
explain why Woliers felt it had to push for 
such a large revision of the terms - 
demanding around 80 per cent of the com- 
bined group, compared with the 27Vi per 
cent initially agreed. Maybe Welters wake 
tQ} to the foot its shareholders had been 
left with the wooden spoon when the orig- 
inal deal was done, Or maybe Car Brake!, 
the Walters chief executive who was to 
run the new group, thought taking a 
tough line would Show who was boss. 
Certainly, the deal's collapse Is more dam- 
aging for Elsevier's shareholders and, 
espedally, Seed’s since they were the big 
winners from the original deal. 

Lockheed/Northrop 

The US government’s apparent inten- 
tion to shoot down the $lL6bn acquisition 
of Northrop Grumman by Lockheed Man 
tin is mystifying. The deal was announced 
last July, but the regulators have only 
just discovered they are “fundamentally 
apposed" to tL Until now, the Clinton 
administration had backed consolidation 
as the best way for the defence industry 
to adjust to reduced military spending. 
Other big deals, including Boeing’s $i4bn 
merger with McDonnell-Douglas and Ray- 
theon’s gsbn purchase of Hughes Elec- 
tronics have been , nodded through. 

It is not dear whether this transaction 
is dead. The ■ government may simply 
insist on larger-than-expected disposals 
before clearing it, though the overlap 
between the two Is small. Quite possibly, 



however, it has decided that further 
rationalisation will reduce competition 
and future innovation to unacceptable 
levels - and is seizing its chance to block 
the only large deal left an the table. 

Is this an opportunity for the Euro- 
peans? Northrop, whose shares fell 
around 16 per cent yesterday, looks vul- 
nerable on its own. With half of Its 38bn 
sales In aircraft and half in electronics, it 
could be attractive to both General Elec- 
tric Company and British Aerospace. A 
price tag of ?ilbn-$12bn would make it a 
financial stretch, and any foreign bidder 
would need Pentagon clearance. But given 
the pew* of Euffi$e&n consolida- 

tion, and their strong balance sheets, a US 
acquisition may look tempting. 

G6n§rale des Eaux/Havas 

Havas shareholders, whose stock has 
underperformed the French market by 
about 30 per cent over the past two years, 
should give a resigned nod to Gfindrale 
des E amt’s offer. Pitched at more than 
FFr500 a share, it is close to Havas's 
break-up value - mopping up the discount 
under which It had laboured. Disgruntled 
shareholders had resented GdnAnle des 
Eaux having effective control through 
minority interests; now they have the full 
bid that French law had denied them. It Is 
also to be welcomed that about a fifth of 
the offer is in cash, handing on proceeds 
of Havas’s disposal programme. 

Should they hang on to the G£n£rale 
des Eaux paper? There must be further 
value to be wrung from Havas and. in 
particular, its investment in Canal Plus. 


Such is the reputation of Jean-Marie Mes- 
sier, the parent’s chief executive, that 
investors might well hope that he and 
Eric Licoys. his Havas colleague, will gal- 
vanise performance. Much more impon- 
derable Is whether the multi-media vision 
will pay off. As the telecommunications 
infrastructure Is still being built, the 
answer looks a long way off. 

The deal helps crystallise the twin 
shape of Gdndrale des Eaux; communica- 
tions and utilities. But these are broad 
assemblies, and with construction and 
property still tacked on, the conglomerate 
label sticks. The management’s skill 
across so many fronts 'Should be measured 
as much by Its ability to improve the - 
still low - return an sales as by its grand 
multi-media ambitions. 

Uffe 

A touch on the tiller, or full-blooded 
U-turn? The decision of the derivatives 
exchange Uffe to embrace daytime elec- 
tronic trading may not be on the same 
scale as Microsoft embracing the web, but 
it represents a substantial change. Elec- 
tronic trading was the poor relation of 
open outcry when Liffe conducted its stra- 
tegic review last July. Now the plan is to 
have electronic trading for all Litre's main 
contracts by the end of 1999. 

This looks like a defensive move. Hav- 
ing blazed a trail over the past decade, 
Liffe has recently looked clumsy next to 
Its continental rivals. Vested interests 
appeared to be impeding reform, and los- 
ing its leadership in the benchmark bund 
contract raised fears about Its competitive 
position. To be fair to Liffe, had European 
markets not been so quiet ahead of eco- 
nomic and monetary union, the virtues of 
open outcry In fast markets would have 
been more apparent Indeed, it may prove 
its worth again; hence the logic of allow- 
ing open outcry and electronic trading to 
exist side by side. And while Liffe may 
have slipped In the run-up to monetary 
union, there is no reason why It should 
not make up lost ground If it gets its 
pricing and systems right. 

The next big decision concerns owner- 
ship, which must be separated from trad- 
ing rights. Here the onus should be on 
Lifts to explain why a pic structure is 
inap pr op ri ate, not the other way round. In 
the current environment, mutual owner- 
ship looks increasingly anachronistic. 
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By Emma Tucker In Brussels 


Italy yesterday reassured Us 
European Union partners that It was 
on course to reduce its debt, in an 
attempt to answer central bankers' 
concerns that it has not met the 
Maastricht Treaty's criteria for Join- 
ing the single currency. 

Carlo Azegiio Clampf. the Italian 
Treasury mini a ter, told fellow EU 
finance ministers at a meeting in 
Brussels that the Bale of state enter- 
prises and a declining budget deficit 
would cut the ratio of Italy’s public 
debt to gross domestic product by 
three percentage points a year for at 
least the next three years. 

-Our aim is to reduce the [debt-to- 
QDP] ratio to 100 per cent In six 
years,” said Mr Clnmpt. 

When Italy and the 14 other EU 
member states published 1997 fig- 
ures 10 days ago, Italy's debt was 122 
per cent of GDP, more than double 
the 60 per cent target laid down in 
the treaty. 

Mr Ctampi's comments appeared 
to reassure his colleagues, including 
Gerrlt Zalm, the Dutch finance min- 


ister. who made known his doubts 
about Italy's fitness for economy 
and monetary union earlier this 
year. 

“What [Mr] Ctampt said is very 
constructive with regard to the sus- 
tainability of Italy's public 
finances, ** said Mr Zalm. 

Rome argues that the treaty does 
not bar countries from entering eco- 
nomic and monetary union as long 
as the debt-to-GDP ratio is declining. 
The same point is argued by Bel- 
gium, whose debt ratio is at roughly 
the same level. 

“It's the tendency that counts, not 
the fixed figure,” said Philippe May- 
sladt. the Belgian finance minister. 

In spite of reassurances from Italy 
and Belgium, single currency hard- 
liners In Europe’s central banks 
believe that countries with such 
large debt burdens should commit to 
reduce their debts more swiftly. 

This month the European Commis- 
sion and the European Monetary 
Institute - forerunner of the Euro- 
pean Central Bank - will produce 
reports on tbe economic conver- 
gence efforts of member states. 


Ths rreorts, which will assess the 
M=h of the 15 countries 
,-rtf-inate in economic and mone- 

at C 2EH 

,™ld be admitted tot0 JJfJjjj? 

K5St» believed ttatta 

>ite of the concerns of supporters of 
Sid euro. H would be poUti<*Jr. 

jSfoto to exclude Italy from the 
ret wave, likely to comprise 11 

AfyXerday's meetxug. Domini- 
xe Strotiss-Kahn the French 
lance minister, confirmed the 
uro-X committee of euro partfoi- 
mts in the first wave of Emu 
ould endeavour to meet "as soon 
possible” after the May 2 meeting. 
The meeting of finance ministers 
ill probably be chaired by Au^A. 
en though Britain bolds the rom- 
ig presidency of the EU until July, 
s Britain has ruled out early mem- 
nf the euro it is excluded 
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Japan planning $78bn growth 
package to boost its economy 


By MlcMyo Nakamoto la Tokyo 


Japan’s ruling Liberal Democratic 
party is drawing up an economic 
stimulus package worth more than 
Y10,000bn (S78bn) and consisting 
mainly of public works spending, 
say senior LDP members. 

Taku Yamasaki, the LDP’s policy 
chief, said the party would aim to 
draw up a package - the fifth since 
October - once the 1998 budget was 
passed in mld-AprlL Although a filth 
package waa expected, this Is the 
first time that a leading member of 
the ruling party has indicated the 
scale of the proposals. 

Statements by LDP leaders indi- 
cate the Japanese government is 
finally prepared to take further 
action after criticism of its slow 
response to the Aslan crisis. Japan 
has been facing mounting demands 
from the US and other countries to 
do more to stimulate its economy, 
absorb more exports from its trou- 
bled Asian neighbours and help 
soften the impact of the Asian crisis. 

US officials such as Robert Rubin, 
Treasury secretary, have expressed 


disappointment with the measures 
adopted in four stimulus packages 
since October and are reported to 
have told Japanese leaders they 
expect steps to be taken before the 
summit of the Group of Seven lead- 
ing industrialised nations in Bir- 
mingham. UK, In May. 

While Japan's leaders have 
recognised that further stimuli are 
necessary, their options are limited 
by a fiscal reform law passed last 
year that commits the government 
to reducing the budget deficit to 
3 per cent of gross domestic product 
by 2003 - from 4.5 per cent 
now. 

The latest statements by LDP 
politicians indicate there is growing 
support for a large-scale stimulus 
package. However, while the 
Ylo,000bn figure has attracted atten- 
tion. analysts note that actual new 
spending is likely to be only 
Y8,000bn to Y4.000bn. Much of the 
package will comprise projects 
brought forward, say analysts. 

Furthermore, although Mr Yama- 
saki, chairman of the LDP’s policy 
research council, emphasised the 


spending on new industries such as 
information technology, much of the 
Spending will still be on traditional 
construction works. 

The US has been calling for deeper 
tax cuts, but Mr Yamasaki and other 
leading LDP politicians remain 
cautious about such measures 
because this would represent 
another policy U-turn. 

Japan's previous four packages 
have been a mix of poorly received 
deregulation measures, modest liber- 
alisation proposals and Y2.000bn of 
tax cuts. This last measure was 
Introduced in December and repre- 
sented a significant change In policy 
for Ryu taro Hashlmoto, the prime 
minister. 

The YlO.OOGbn fifth package would 
be larger than previously indicated. 
"Within the LDP. calls for economic 
stimulus measures on a scale greater 
than Yio.ooobn hold considerable 
sway." Mr Yamasaki said. “I would 
like to respect such calls.” 

The LDP statements prompted an 
early rise In the Nikkei average but 
It later fell to close 159.44 points 
lower at 16.972.53. 
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JP Morgan launches Emu Bond Index 

J.P. Morgan, the US bank, has launched the Emu 
Bond Index which tracks the bonds of countries 
expected to Join European economic and monetary 
union next year. Page 24; Bonds. Page 30 

Truck group in happy union 

The Swedish end of the 
marriage Is taller and 
sleeker, the American 
rotund and slightly less 
agile. But together they 
will “make a perfect com- 
bination*, according to 
Carl -Erik Rldderstrale 
(left), president of BT 
Industries of Sweden, and 
the man in charge of the 
union with US lift-truck 
maker Raymond. ST’S 
$375m takeover of Raymond last yea 1 was the big- 
gest acquisition in the lift-truck Industry. Page 26 

Pechiney to restart idle capacity 

Global demand for primary aluminium Is set to grow 
by an average 3 per cent a year, mainly driven by 
growing consumption In the motor vehicle industry, 
according to Jean-Pierre Rodier, Chairman and chief 
executive of Pechiney, the Franco-toased aluminium 
and packaging company. Page 32 . 

Profits warnings have little impact 

The latest profit warning from a US technology com- 
pany failed to make a dent in world markets. Compaq 
Computer’s Friday statement followed warnings from 
Intel and Motorola, but the bulls refused to lose heart. 
An Initial fall on Wall Street was. quickly reversed. 
Pages 42; Compaq shares, Page 22 

TWA on route to making a recovery 

Gerald Gitner became chairman of the twlce-banknjpt 
Trans World Airlines In February last year. TWA’s rep- 
utation for service was tarnished and its financial 
plight was severe. While TWA's performance has 
improved since then, Mr Qrtner concedes that the 
company has some way to go. Page 27 

Guangdong Kelon plans expansion 

Guangdong Kelon, China's biggest refrigerator com- 
pany, is planning to merge with Huabao. an air condi- 
tioner manufacturer, just 10 minutes down the road in 
the province of 'Gaangdong. But Kelon's ambitions 
stretch further, the Huabao deal Is the latest step In 
an expansion that has propelled Kelon to the ranks of 
China's emerging Industrial champions. Page SB 

Returning to face the tigers . 

Emerging market fund managers era faced with an 
Asian dilemma. Global investors spent much of last ' 
ear unwinding, positions In Asian equities but the fear 
of missing a recovery has put pressure on managers 
to plough money back into the markets. Page 42 

Jakarta falls on IMF rift talk 

Rumours of a rift: between the Indonesian government 
and the international Monetary Fund sent the rupiah 
sharply lower and cut a swathe through equities In 
Jakarta. In spite , of official denials. At one stage the 
rupiah was trading, at Rp 12,500 to the dollar. Page 42 
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Liffe in switch to electronic trading 


Edward Lace n London 


Spitalfields move in doubt as exchange races rival for business after Emu 


The London International 
Financial Futures and Options 
Exchange plans to introduce 
full-time electronic trading 
towards the end of next year. 

Europe’s largest derivatives 
market had until now been 
staking 1 its reputation on main- 
taining its current “open out- 
cry" floor trading. 

Electronic trading is much 
cheaper, and has given a deci- 
sive competitive advantage to 
its main European rival, Ger- 
many's Deutsche TerminbOrse. 

The two markets are compet- 


ing for market share ahead of 

European economic and mone- 
tary union. 

Yesterday's announcement 
caused dismay among pit trad- 
ers on the LifTe floor. Many 
could lose their jobs. Liffe said 
it planned to list all big con- 
tracts on screen by the final 
quarter of 1999. 

The announcement raises 
doubts over the exchange’s 
planned move to new premises 
in Spitalfields, on the eastern 
edge of the City of 
London. 


"If we still go ahead with the 
move, it will be under a much 
simpler form than originally 
envisaged." said Daniel Hod- 
son. Liffe's .chief executive. 

Pl anning permission for the 
£500m move to Spitalfields was 
only requested by Liffe late 
last year. 

A senior official at a leading 
investment bank said yester- 
day’s proposals looked like a 
“panic response" by Liffe to 
the recent challenge from the 
Deutsche Terminborse. 

Liffe said it planned to spend 


£2Dm to £25m to develop the 
system, which will be based on 
Connect, a £10m automated 
trading platform due to he 
introduced later this year for 
Ufte’s equity derivatives. 

“This looks like a very half- 
hearted move.” said the invest- 
ment banker. 

“It already has an after- 
hours electronic trading sys- 
tem which it could use 
straight away for day-time 
trading if it wanted to." 

Monetary union is expected 
to shrink the size of the Euro- 


pean derivatives market by 
reducing risks which would 
otherwise need to be hedged. 

Hie board's recommendation 
to adopt all-day electronic 
trading side-by-side with open 
outcry still has to be approved 
at an extraordinary general 
meeting on May 12. 

The meeting will also vote 
on the possible demutualisa- 
tion of the exchange, which is 
owned by its 180 members. 

“This is by no means a done 
deal," said one Liffe member 
yesterday. 


“Many members will fight 
tooth and nail to prevent a 
switch to electronic trading, 
because hundreds of jobs 
depend on the status quo." 

Mr Hodson denied that 
Uffe's decision would result in 
a reduction in the number of 
locals - the name for floor 
traders who buy and sell in 
their own right 
U A number of locals are 
becoming ambidextrous,” he 
said. "They were acquiring 
electronic trading skills any- 
way." 


Lex, Page 20 
High hopes, Page 30 


Aluminium producer Alcoa 
to pay $3.8bn for Alumax 


By Mftfd Taft ta Chicago 

Alcoa, the biggest worldwide 
aluminium producer yesterday 
announced it was taking over 
Alumax, the third largest US 
producer, for $3.8bn. 

The price of the agreed take- 
over includes Alcoa taking on 
about $lbn of Alumax debt 

The deal will almost cer- 
tainly be scrutinised closely- by 
US anti-trust authorities. 

Earlier this year, Alcoa was 
forced to drop a plan to buy an 
aluminium rolling plant owned 
by Reynolds Metals, another 
US company, after the U5 jus- 
tice department described the 
deal as a “classic case of a 
highly concentrated industry 
becoming even more concen- 
trated". 

Paul O’Neill, Alcoa's chair- 
man, told analysts yesterday 
he believes the proposed Alu- 
max deal did not make Aina 
dominant in any fresh mar- 
kets, although he conceded 
that Alcoa was a big supplier 
to the smaller company. 

The cash and shares deal 
announced yesterday would 
create a company of about 
100,000 employees with 
operations in about 30 coun- 
tries. Its estimated revenues 
would he approximately $l7bn 
a year, compared with the 
$13.5bn achieved by Pitts- 
burgh-based Alcoa in 1997. 
This would put Alcoa well on 
its way to its declared target of 
$20bn in revenues by the year 
3000. 

Alcoa said that the deal 
would create efficiencies by 
eliminating cost overlaps in 
management, marketing, 
transportation and research 
and development 

Alumax rebuffed a $2bn plus 
bid from Kaiser Aluminium. 





another of the five big alumin- 
ium producers in the US, two 
years ago. 

It has since been restructur- 
ing its operations, shedding 
lower margin businesses and 
expanding niche areas. In par- 
ticular, ft h a s pushed into the 
transportation sector, and has 
become a leader in safkailoy 
extrusions. 

The deal comes at a time 
when the aluminium industry 
has generally recovered from 
the dark days of the mid-1990s 
when inventories soared. 


Most analysts now see a 
fresh wave of expanding capac- 
ity getting under way. Indus- 
try profits have also recovered 
significantly, partly on the 
back of demand from sectors 
like automotive and aerospace, 
and partly due to restructuring 
by the producers themselves. 

Mr O’Neill conceded that the 
deal would push Alcoa's debt 
to capital ratio above its 25 per 
cent target level despite the 
fact that Alcoa has about $lbn 
cash on its balance sheet at 
present 


He said the group planned to 
move back within that target 
range fairly quickly. -The deal 
would not deter Alcoa from 
participating in the pending 
auction of Venezuelan alumin- 
ium assets. 

The Venezuelan government 
is expected to raise more than 
$lbn from the sale of a 70 per 
cent stake in the state-owned 
bolding company. 

By mid-session Alumax 
shares had gained $10% at 
$47-ni while Alcoa rose $l& to 
$72J|. 


VW drops plan 
for share issue 
to new investors 


By Graham Bowiey in Frankfurt 
and Vincent Boland m London 


Volkswagen of Germany. 
Europe’s biggest carmaker, 
yesterday bowed to share- 
holder pressure when it can- 
celled half of a share offering 
that could have raised more 
than DM6bn ($3.3bn). 

The carmaker, which was 
farced to postpone the capital 
increase at the end of last year 
after a big drop in its share 
price, said it would proceed 
with half the offering - a 
rights issue to existing share- 
holders that could raise about 
DM3.03bn. 

But VW said it was abandon- 
ing plans for an offering of 
shares to new investors that 
would have raised another 
DM3bn. It gave no reason for 
cancelling the offering but the 
move will he seen as a conces- 
sion to placate shareholders 
who feared that their VW hold- 
ings would be diluted. 

Shareholders were enraged 
last autumn when VW unex- 
pectedly announced plans for 
the capital increase after ear- 
lier pledging that it had no 
intention of issuing new 
shares; It caused further 
resentment by refusing to say 
why it needed the funds. 

Shareholder disapproval 
caused a slide in VWs share 
price as some US and German 
institutions sold their stakes. 
The shares then dropped fur- 
ther when they were caught in 
the general decline in world 
markets linked to the Asia n 
financial crisis. 

VW has since said that it 
might be interested in buying 
Rolls-Royce, the luxury car- 


maker that has been put up for 
sale by Vickers, the UK group. 
But yesterday the company 
said only that it needed the 
new funds to widen its product 
range and to be prepared to 
take advantage of “strategic 
options”. 

“The stabilisation of the 
share markets allows us to 
continue with the capital 
increase," VW said. 

Bankers said the rights issue 
was the maximum that many 
existing shareholders were 
ready to accept and there is 
believed to have been wide 
consultation with shareholders 
to test the reaction to a 
relaunch of the transaction. 

That has been helped by the 
sharp rise in VWs share price 
in recent weeks. A possible 
move for Rolls-Royce and the 
need to fund new products 
were also considered to he rea- 
sons for proceeding. 

As part of the rights issue, 
existing shareholders are to be 
offered one new share for 13 
existing VW shares, which will 
raise VW’s base capital by 
DM150m to DM1.975bn. The 
subscription price is to be set 
in about 10 days, although Ger- 
man law means it cannot be 
higher than the original price 
of DM1,010 a share. 

Given the strength of VWs 
share price recently observers 
said the final price was likely 
to be at that level The rights 
will start trading about a week 
alter the price has been set, 
and the transaction is expected 
to close in the first or second 
week of April. 

VW shares closed in Frank- 
furt yesterday at DM1.262, up 
DM15. 


Generate des Eaux to take 
control of media company 


By David Owen in Paris 


G&ngrale des Eaux, the French 
conglomerate. yesterday 
announced plans to absorb 
Havas in a deal valuing the 
French media company at 
more than FFr40bn ($6.5bn). 

The deal, subject to share- 
holder approval. will 
strengthen G6n6rale des 
E a ox’s communications arm, 
which is seen by Jean-Marie 
Messier, chairman, as a key to 
future growth. . 

“Taking 100 per cent control 
of Havas gives us complete lib- 
erty and complete power to 
organise international alli- 
ances for Havas," Mr Messier 
said. 

Yesterday’s announcement 

comes just over a year after 
the Havas hoard approved a 
deal making G€ntirale des 


Eaux its dominant shareholder 
with a 30 per cent stake. 

The transaction, described 
as a merger, will come in two 
stages. First, Havas sharehold- 
ers. including Gen&rale des 
Eaux, will receive a special 
dividend of a net FFr107 a 
share, or FFr8.7bn. 

G&n&rale des Eaux will then 
offer two of its own shares for 
every five Havas shares. Mr 
Messier also plans to buy back 
FFr4. 5bn of Gen&rale des Eaux 
shares to reimburse an equiva- 
lent amount of Havas convert- 
ible bonds. He said he wanted 
to prevent these bonds from 
diluting Generate des Eaux’s 
capital. Havas, be added, was 
an overcapitalised company. 

Details of the move were 
announced less than a month 
after a Paris appeals court 
rejected a case brought by 


Adam, a minority sharehold- 
ers’ organisation, which 
argued that Gen&rale des Eaux 
had acquired more than one 
third of Havas's shares, which 
under French stock exchange 
rules should force it to make a 
takeover bid. 

Eric Li coys, Havas managing 
director, who has known Mr 
Messier since 1990, is to be 
chairman of Havas in succes- 
sion to Pierre Dauzier. 

Generate des Eaux also 
chose yesterday to unveil 
sharply improved full-year 
resuits, with 1997 net profits 
rising to FFr5. 4bn from 
FFrlSSbn a year earlier. 

Havas announced net attrib- 
utable 1997 profit Of FFrl.37bn 
on turnover of FFr5L7bn- 


lix, Page 20 
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Bowater offers C$3.5bn for 
forest products group Avenor 


By Scott Morrison in Toronto 


Bowater, the US newsprint 
and pulp producer, yesterday 
agreed to buy Canadian forest 
products group Avenor for 
C$3.5bn ($2L4bn), topping last 
month’s C$3bn bid by Abitibl- 
Consolidated, another Cana- 
dian producer. 

Bo water’s offer - of C$2-5bn 
in (Wfih or shares and C$lbn in 
assumed debt - reflects pres- 
sure for consolidation in North 
America’s fragmented pulp 
and paper industry, which 
must contend with increasing 
competition from low-cost 
producers in the southern 
hemisphere and European 
companies strengthened by 


mergers and acquisitions in 
recent years. 

These trends have put pres- 
sure on North American pro- 
ducers for economies of scale, 
to reduce distribution costs, 
and to regulate output 

Within hours of Bowater’s 
bid, Abitibi said it would not 
increase its offer for Avenor. 

Bowater offered C$35 against 
Abitibi's C$28 per share bid. 
Avenor's share price rose 
nearly C$3 to C$33.85 at mid- 
session yesterday. 

The company’s share price 
was hovering in the low C$20 
range before Abitibi's offer last 
month. Avenor’s board, which 
had rejected Abitibi's offer as 
opportunistic and inadequate. 


said it would fecommend 
Bowater’s bid to shareholders. 

The agreement between 
Bowater and Avenor, which 
conies after a year of discus- 
sions and may be finalised by 
June, provides for a C$70m 
break-up fee if the acquisition 
falls through. Arnold Neml- 
row, Bowater’s chief executive, 
said the companies would cre- 
ate a leading North American 
forest products group able to 
service all important news- 
print markets. 

Bowater would double its 
newsprint and groundwood 
paper production capacity to 
about 3m tonnes, becoming the 
world's largest newsprint pro- 
ducer after Abitibi. 


This announcement appears as a matter of record only 
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TELEPHONE COMPANIES ESTIMATE COST SAVINGS OF $300M IN FIRST YEAR OF MERGER 


NEWS DIGEST 


PROPERTY 


Avalon Properties and 
Bay Apartment merge 

The merger wave among public real estate companies In the US 
gathered pece yesterday as two of die country's biggest owners 
of apartment buildings agreed a $1.3 bn combination. 

Bath Bay Apartment Communities, based In California, and 
Avalon Properties, from Virginia, are real estate investment trusts 
(rafts), the form through which many private real estate compa- 
nies have gone public since the early 1990s. 

Avalon shareholders will receive 0.7663 of a share in Bay for 
each share they currently own. valuing the stock at about $15ba 
Bay will also assume SSOOm of Avalon debt Bay's stock rose SK 
to $37% yesterday morning, whfle Avalon's shares climbed $ft to 
529%. Richard Waters, New York 

PHARMACEUTICALS 

P&U shrinks board 

Pharmacia & Upjohn, the troubled US- Swedish drugs company. Is 
cutting its board of cfirectors from IS to 12 and among those 
leaving are former chairman end chief executive Jan Ekberg. The 
changes reflect a further clearing out of old management by Fred 
Hassan, chief executive since May 1997. Mr Ekberg took a back- 
seat after the merger in 1995 but had to take over as acting chief 
executive early In 1997 alter the abrupt departure of John 
Zabrfskla. 

Other retiring board members are William LaMothe, former 
chairman and chief executive officer at food company Kellogg. 
Wiinam MufhoUand, former chairman and chief executive officer of 
the Bank of Montreal, and Day) Grisham, president and chief 
executive officer of Parker House Sausage Company. Alt three 
are over 70 and would have passed the board's age 72 retire- 
ment deadline during their next term of office if re-elected 
Daniel Green 

TELECOMS 


PriceCellular agrees takeover 

PriceCeilular has signed a definitive merger agreement under 
which American Cellular, a newly formed company. Is to take it 
over in a deal valued at $1.4bru American will pay $14 cash per 
PriceCellular share for $811m and will repay or refinance about 
SSOOm in PriceCellular debt Reuters, New York 


BANKING 


Royal Bank of Canada in US buy 

Royal Bank of Canada is to acquire Atlanta-based Security First 
Network Bank. Royal Bank w ill also buy an Interest In Security 
First Hokfings, which following a corporate reorganisation, will be 
the majority shareholder in Security First Technologies, a software 
development company that provides Web banking software. The 
total cost to Royal Bank Is US$20m. Reuters, Toronto 


Qwest takes over LCI in $4.4bn deal 


By Richard Waters 
hi New York 

A sew rival to the small 
group of national telephone 
carriers In the US eme rged 
yesterday as Qwest, a com- 
pany formed only two years 
ago. announced the $4.4 bn 
acquisition of LCI Interna- 
tional, a long-distance com- 
pany. 

The news came a$ a fresh 
wave of mergers and acquisi- 
tions swept over Wall Street 
Among yesterday's transac- 
tions. Alcoa, the country's 
biggest aluminium producer. 


announced the $3.Sbzz acqui- 
sition of Alumax. while 
Bowater, a paper company, 
agreed to pay C$S,5bn 
(£L5bzt) for Avenor. a Cana- 
dian paper producer. 

The all-stock purchase of 
LCI reflects the premium 
that the stock market has 
recently put on the owner- 
ship of fibre-optic telecoms 
networks, at a time when 
demand for Internet and 
other data services is soar- 
ing . 

Qwest, which is in the pro- 
cess of building a sophisti- 
cated national fibre-optic 


network, has seen its share 
price rise from about S14 
when it first came to the 
stock market last summer to 
$36 yesterday, putting it in a 
position to acquire the 15- 
year-old LCI. 

Like the much larger 
planned merger of 
WorldCom and MCI 
Communications, the deal 
continues the consolidation 
under way among long- 
distance carriers in the US. 
Yesterday's merger would 
yield big savings by 
combining both companies' 
telephone traffic on a single 


network, the two sides said, 
with $300m of cost savings in 
the first year alone. 

Qwest was created by 
Philip Anschutz, a Denver 
oilman and real estate inves- 
tor who once owned the 
Southern Pacific railroad. 
The company's telephone 
network is laid partly along- 
side the railroad tracks, 
although Mr Anschutz sold 
Southern Pacific two years 
ago. 

Until now, Qwest has 
concentrated on selling 
capacity on its network to 
other carriers, including 


Cable & Wireless, t& e 
UK-based carrier. By bu 5^ 
LCI. the country's sixin 
largest long-distance 
company, it would beaMei® 
develop Its own customers 
and accelerate its 
■■probably about three 
years.- said Joseph Naccbio, 
the former head of consumer 
services at AT&T who is 
now chief executive of 

Qwest- 

While Qwest aims to com- 
plete construction on a 
I6.2S5 miles network next 
year. LCI already operates a 
4.500 miles network and is 


buijdingwothertooo™!®. 

The companies would shift 
LGTs traffic on to the Qwest 

psjts 

neers can do it, - ba - tu 
Nacchio, a mow that wmM 
produce the bulk of 
savings. The compames sajd 

toreduce -their capital 

spending by $80mm the first 

y6 Qwest said it would issue 
stock worth $42 for each LCI 
*art, a move that would 
leave LCI holders J^th 
around 36 per cent of the 
combined companies. 


Warning hits 
Compaq shares 


By Louisa Kshoe 
bi San Francisco 

Shares of Compaq Computer 
dropped 8 per cent in heavy 
trading yesterday, following 
the personal computer com- 
pany’s warning late on Fri- 
day that it expected only 
break-even results for the 
| first quarter. 

Compaq was trading at 
j $25$ in mid-session, down 
from Friday's close of $27% 
However, shares of Digital 
Equipment, the computer 
group that Compaq plans to 
acquire In an offer initially 
valued at $9.6tm, was trading 
in mid-session yesterday at 
SSOft, up 2 per cent from Fri- 
day's close of $49. 

The value of Compaq's 
cash and stock offer yester- 
day stood at $58.92 a share, 
or $7.9bn. The offer remains 
subject to shareholder and 
regulatory approval 
Yesterday. Compaq and 
Digital said the Federal 
Trade Commission, which 
has been conducting a rou- 
tine anti-trust study of the 
deal had issued a "second 
request for information". 
This is not unusual in large 



Durban Roodepoort Deep, Limited 

(incorpora t ed In the fttpufefc of Soutii Africa) R r^iuui i o n No. OliOC92AP6 
NASDAQ trading symbol DROOY 
(“Durian Deep" or “die Company") 


NOTICE OF A GENERAL MEETING OF ORDINARY 
AND PREFERRED ORDINARY SHAREHOLDERS 


Notice is hereby given that a general meeting of ortirary and preferred ordinary shareholders of the 
Company wffl be held In the boardroom it CMC BuBdfag, 45 Empire Road, fhriacnvn at 0W» (South 
African local time) on Thu rsday, 26 March 1998. for the purpose of considering and t deemed fit 
pasting wldi or without modification, the following special resolution: 

Special resolution 

Resolved as a special resolution that. In terms of Section 82(1) of tins Companies Act 1973 (Act 61 of 
1973), as amended the directors of the Company be and they are hereby authorised id allot and Issue 
up to 3 700 000 ordinary no par value shares at a cash price of I 025 cents per share, being a price 
lower than the amount arrived.ac by dividing that part of the stated capital of die Company contributed 
at the date of issue of such shares by previously Issued ordinary no par value shares, by the number of 
ordinary no par value shares then in issue. 

Reason for and effect of special resolution and report of the efirectocs In tartm of Section 
82(2) of the South African Companies Act; 1973. (Act 61 of 1973), as amended (The 
Companies Act") 

The reason for and effect of the spedaJ resolution Is to authorise the directors of the Company to Issue 
ordinary no par value shares to selected financial Institutions In terms of the issue of shares for cash 
referred on in the special resolution at an issue price of I 025 cents per share in compliance with 
Section 82(1) of tiie Companies Act. Section 82(1) of the Companies Act states that the price at which 
the relevant shares are to be Issued in terms of the Issue of shares for cash should not. unless 
authorised by way of special resolution, be less than the amount arrived at by tfivkfing that portion of 
the sated capital of the Company contributed by the issued ordinary no par value stares by the 
number of ordinary no par value shares In issue; at the time of such issue of shares: this calculation 
amounts to I 512 cents per share which Is higher than the current market price <rf the Company's 
ordinary shares on the Johannesburg Stock Exchange (^SE^. 

The proposed price of I 025 cents per share, at whkh the onfinary no par value shares are to be issued In 
terms of the issue for ash referred w m the spedal resolution, is a market retired price representing a 
dbcoimcof L4SL to the weighted average traded price of I 039 cams per share cakuteed on 18 February 
>998, ihe date that the board of tfractw-s of the Company a p proved the hue of dares far cash. 

The collapse of the gold price in the second half of 1997 necesslBeed suspension of ceraki capital 
projects and required restructuring of the Company. This restructuring has been complet e d and the 
Company proposes to raise suffidenr capfta/ to co mpte ot the upgracfing of m ea Mu rtf a l Infrastructure 
and accelerate pre- stripping of overburden of the RaB Reserve at West W fo m a ar ir and Cold Mines 
Unrated, a whofty-cwmed subsidiary of the Company, in terms of the JSE Listing R e quire m e n t s . Durban 
Deep ordinary and preferred or dina ry s hareholders have waived their pre-emptive right to pa r ticipate 
bi the Issue of shares. for cash in terms of the general authority given as the anti g ew ti m e e ti ng of 
the Company held on 24 October 1997. 

The directors recommend that the ordinary and pr efer rad onfeary shareholders of the Company voce 
in favour of the specirf resolution. 

Voting and proxies 

On a show of hands every onflnary and preferred ortfinary shareholder or the rep res ent a tive, proxy or 
agent of such shareholder, as the ease may be. shall have one voce (provide d that no peraow ahafl be 
entitled to e x erc ise more than one vote one show of hands) and on a poBtiaM have one vote far every 
share held by such shareholder. 

A s ha r eholder entitled to attend and voce at the general mee ting may appoint one or more proxies to 
attend, speak and vote in Reu of such shareholder. A proxy so appointed need hoc be a shareholder of 
the Company. Duly completed forms of proxy muse be lodged with the transfer s e c ret aries of the 
Company. Optimum Registrars (Proprietary) Limited. 4th Floor. Edm House. 41 Fox Street. ' 
J o h ann e s burg 2001 (PO Box 62391. Mar sh aHp aw n . 2107) or the United Kingdom registr ars . The Royal- 
Bank of Scotland pic. Registrars Department. PO Box 82. Czxton House. RedefiSe VVay. Brinoi, BS99 
7NH by not bur chan 0M0 (South African focal time) on Tuesday. 24 March 1798. 

Share warrants to bearer 

A holder of a share warrant to bearer who desires to attend or* be represro t ed at the ganeral m e e tin g 
must produce Ms share warrant or a cea i lficac e of his hokflng from a banker or ocher ap proved person 
at the bearer reception of the United Kingdom bearer office. The Royal Bank of Scotland, Registrars 
Department, fit floor. 5-10 Great Tower Screen London. EC3R SER. or he most produce Ma share 
warrant at the office of the French agents. Barclays Bank pic. 45 Boulevard Haopnara 75315 Paris, to 
both cases at least five dear normal business days b efore the due appointed far the holding of the 
general meeting, and shaB otherwise comply with the co nd iti ons govern in g abate w a r rant* currently In 
farce. Thereupon a proxy or an attendance form under which such share warrant holder may be 
represented at the general meeting will be issued. 

By order of the board. 

DURBAN ROODEPOORT DEEP. LIMITED 
M A EMI Seoemy 

Johannesburg 4 Much 1998 

Registered office, 

CMC Buik&ig. 45 Empire Road, Parktown, 2193, South Africa 

A copy of this notice of general meeting Acs teen posted today and copies or * eie teb fc far tatters of stare 
■anno ® knr flam the UK ScCNMq Matin Gapara Services IkhA 19 Qretone Sow. London. EON 6QP, 


mergers acquisitions but 
could signal a regulatory 
problem. However, the com- 
panies said they did not fore- 
see any delay in closing the 
deal, as planned, in the sec- 
ond quarter. 

On Friday, Eckbard Pfeif- 
fer, Compaq chief executive, 
said bis company would cut 
prices and begin aggressive 
promotions to boost sales. 
The prospect of a price war 
dragged down shares of 
other PC makers yesterday. 
Dell Computer was off 5.4 
per cent at $65% and Gate- 
way 2000 dropped more than 
2 per cent to $36$. 

Intel, the leading supplier 
of microprocessor chips to 
the PC industry, was also 
down 2 per cent, at $7&A- 
Last week Intel also issued a 
profit warning, saying It 
expected revenues to be 
down 10 per cent from the 
first quarter of 1997. 

Disk-drive manufacturers 
too felt die effects of Com- 
paq's warning that sales in 
the North American busi- 
ness segment of the PC mar , 
ket had weakened. Quantum 
and Seagate, two of the big- 
gest disk-drive suppliers, 



Beer price rise 
bites in Mexico 



Eckhard Pfeiffer: sales boost planned Picture: Reuters 


were both off by more than 2 
per cent. Compaq said it was 
experiencing intense price 
competition in the North 
American market for office 
PCs. Analysts pointed to 
aggressive price-cutting by 
IBM as the primary cause. 
IBM has been fighting to 
increase its share of the PC 
market 


In spite of investor fears of 
a slowdown in the PC sector, 
shares of several internet 
companies steamed ahead. 
Yahoo 1 ., the internet naviga- 
tion sendee, was up 5 per 
cent at $S4£. Excite, an 
internet search service, was 
up nearly 8 per cent at $52% 
while its competitor Lycos 
was up 5 per cent at $45%. 


By Henry Tricks in Mexico City 

The fizz is likely to go out of 
the Mexican beer market in 
the Cist part of 1998 because 
of a sharp tax and price 
increase in January, a senior 
official of Femsa, maker of 
Sol and Tecate brands, said 
yesterday. 

But analysts expect 
exports to remain strong at 
both Femsa and its powerful 
rival Modelo, which makes 
Corona Extra. 

A statement announcing 
Modeio's 1997 profits 
revealed that after 20 years. 
Corona has become the big- 
gest-sailing imported beer in 
the US market, displacing 
Heineken. 

Modeio's net profits grew 
23 per cent in the fourth 
quarter to 517m pesos 
($60m), on sales of 4.03bn 
pesos. Femsa s earnings fell 
13 per cent to 297m pesos, 
chiefly because of non-cash 
financial items. 

Alfredo Livas. Femsa 
finance director, said vol- 
umes of beer sold domesti- 
cally would be affected by 
the unexpected year-end tax 
Increase that forced brewers 


to push up prices by 23 per 
cent. But he expected the 
price Increases to ofeet the 
drop in volumes. 

“We are very confident 
that measures taken by the 
industry in response to the 
tax increase have been ade- 
quate ones, and that given 
the strength of the economy 
and the growth in employ- 
ment and the increase in the 
purchasing power of the con- 
sumer. these price increases 
will be absorbed throughout 
1998." Mr Livas said. 

Industry analysts said 
sales in the first quarter 
were likely to be hit by 
stockpiling in December 
ahead of the January price 
rise, as well as by a late 
Easter this year which 
means holiday-bolstered beer 
drinking would be deferred 
until the second quarter. 

“We should be braced for a 
very low first quarter," said 
Cheryl Gedviia. Latin Ameri- 
can beverage analyst at Pari- 
bas in New York. 

Modeio’s exports jumped 
34.2 per cent in 1997 to 
43 87bn hectolitres. Femsa's 
exports were up 20.3 per cent 
to 1.235bn hectolitres. 


Fortis in $600m US insurance acquisition 


By Nei Buddey ta Brussels 

Fortis, the Belgo-Dutch financial 
services group, is buying John Alden 
Financial Corporation of the US for 
S60Qm, to create a group and individ- 
ual health insurance business with 
annual turnover of $2bn. 

The deal brings the number of US 
acquisitions by Fortis within the 
past year to six, for a total of about 
$lbn, and will significantly 
strengthen its US insurance portfo- 
lio. 

The group said It would combine 


John Alden. based in Miami, Florida, 
with its existing Milwaukee-based 
subsidiary Fortis Health, which pro- 
vides individual and small group 
health insurance. This would create 
the leading independent provider of 
services in that market, with lm 
lives covered. 

It added that “considerable bene- 
fits” could be gained from consolida- 
tion of some administrative func- 
tions as well as distribution, 
operations and information technol- 
ogy. Fortis said the acquisition fitted 
its strategy of concentrating on sev- 


eral market sectors in insurance and 
investments, where it would aim to 
become a l eading operator by provid- 
ing differentiated products. 

Fortis is acquiring all outstanding 
common shares of John Alden for 
$22.50 a share in cash - slightly 
below Friday's dosing price on the 
New York Stock Exchange of $22% - 
as well as redeeming all preferred 
shares and assuming debt 
It said the deal would enhance the 
earnings per share of both Fortis's 
Belgian and Dutch arms this year. 
Fortls’ss shares gained BFrllO on 


the Brussels bourse to close at 
BFriO.lOO, and rose FI 3.10 on the 
Amsterdam stock exchange, dosing 
at FI 118.40. 

The size of the deal is unlikely to 
damp speculation that Fortis is pre- 
paring to link up with or bid for 
G6n6rale de Banque, Belgium's larg- 
est bank. Fortis admitted last month 
it was in talks with Gdndtale, but 
both sides denied reports last week 
that Fortis had carried out due dili- 
gence on G6n£rale - which might 
have indicated that it was preparing 
a bid. 


Zurich sells hurricane 
insurance-linked bonds 


By Richard Watare 


Zurich Group, the Swiss 
insurance and financial ser- 
vices company, said it bad 
completed the first sale of 
insurance-linked bonds tied 
to this year's US hurricane 
season. 

The sale, raising 584m, 
confirms the continuing 
1 demand for such securitised 
insurance investments, 
despite the large amount of 
capital already available in 
the reinsurance industry. 

It also provides some indi- 
cation of the price that other 
insurers would be likely to 
pay for similar hurricane 
protection if they also looked 
to bypass more traditional 
reinsurance routes. The 
bonds mature at the end of 
tbte year, providing cover for 
an East Coast hurricane sea- 
son running spring to 
November. 


The bonds are tied to 
losses from wind storms in 
Florida, which was the scene 
in 1992 of the Industry's 
biggest -ever insured losses 
when Hurricane Andrew 
struck. 

Such insurance-linked 
securities, issued to tradi- 
tional capital market inves- 
tors, have long been seen as 
a way of pricing reinsurance 
risks more efficiently by tap- 
ping Into a much larger pool 
of capital. However, the com- 
plexity of devising struc- 
tures that are attractive to 
bond market investors, and 
a rebound in the capital base 
of the reinsurance industry, 
have slowed development. 

The Zurich transaction 
represents a move by Centre 
Solutions, a Bermuda-based 
subsidiary, to place' part of 
its risk under a reinsurance 
contract written for an 
unnamed residential prop- 


erty insurer In Florida. 
Bondholders lose part of 
their principal If hurricane 
losses exceed the excess in 
that reinsurance policy. 

The bonds have been sold 
in two parts, with a tripIe-A 
rated tranche paying an 
interest rate of 1.82 per cent 
over Libor and a sub-invest- 
ment grade, double-B 
tranche paying 4^6 per cent 
over Libor. 

The bond issue, which was 
lead-managed by Goldman 
Sachs, reflect the continuing 
efforts by Wall Street to 
make insurance-linked secu- 
rities more attractive to a 
wider range of Investors. 

These include a -trigger- 
mechanism which, according 
to Centre Solutions, limits 
the level of risk faced by 
investors, and measures to 
increase the liquidity of the 
instruments for Institutions 
that want to trade them. 


Have you ever given a gift 
so wonderful, 

someone carries it with them 
the rest of. their life? 


Please give blood. 

There's a life to be saved right now. 

Call 1-800 GIVE LIFE 
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No wonder, the eyes of the world are on 
- Central Europe. Who could have predicted quite 
how much Europe has grown in the last ten 
• years? Not of course in terms of square miles. 
Nor fri terms of population. But in sheer economic 
poyver and business opportunities, it's Central 
: Europe that’s been the very core of this explosive 

progress. 

■= As old' boundaries' have faded and by 
' " .working together as a whole, Central Europe has 
' become one with the rest of Europe, and is now 
rrmch greater than the sum of its parts. At 
Dresdner Kleinwort Benson, as one of Europe's 


leading investment bankers, we’re happy to be 
an integral part of this flourishing economy. With 
our connections to the powerful resources of the 
Dresdner Bank Group, we have the opportunity 
to do business as equals with our partners, 
wherever they may be in Europe. 

For more information about Dresdner 

Kleinwort Benson’s Debt Capital Markets’ activi- 
ties in Croatia, Czech Republic, Hungary, Poland, 
Slovakia and Slovenia, call Pascal H. Najadi direct 
on +44-171-9561888. We're proud to be part of 
the pride. 

Central Europe is Europe. 



i- 
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Dresdner Kleinwort Benson 
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GOVERNMENT BONDS _ 

JP Morgan launches 
Emu Bond Index 

J.P. Morgan, the US bank, yesterday launched the Emu Bond 
Index, which win track the performance of the government bonds 
of countries expected to be founding members of European eco- 
nomic and monetary union. 

The launch, before the Bst of Emu members is due to be pub- 
lished in May, comes In response to increased demand from 
Investors for Europe-wkJe benchmarks. By removing currency 
risk, the single currency - the euro - Is expected to lead to an 
Increase In cross-border transactions. 

A tenge number of Institutional investors are prevented by law - 
or prudence - from Investing more than a small proportion of 
their funds outside their domestic market. 

“Focusing on the domestic market, which used to be prudent 
because It eliminated currency risk, will Increasingly look Impru- 
dent after Emu, because of the concentration of credit risk,” said 
David Theobald, head of European fixed income research at 
J.P. Morgan. 

Several banks have launched, or ere planning to launch, similar 
Incffces, which are used as benchmarks for comparing the perfor- 
mances of fund managers. Samer lakandar, London 


FINANCIAL SERVICES 

Fedsure income rises 43% 

Fedsure, the South African life assurer and financial services 
group, yesterday underlined the vigour of the country's financial 
sector when it announced a 43 per cent increase In net Income to 
R333-Bm (S87m) In 1997. 

The group, which has recertify bought companies in the UK, 
Ireland, the Isle of Man and Singapore, also changed the way It 
discloses earnings, ft now Inductee Investment Income from Fed- 
sure Life's free assets In Income attributable to ordinary stake- 
holders, clarifying the acc oun t s and bringing Fedsure closer to 
the practices of its International rivals. 

Arnold Baaserabfe, group chief executive, said he wanted Fed- 
sure's financial services activities and Its international operations 
each to contribute 20 to 2S per cent of the group's attributable 
Income in the medium to long term. Last year they contributed 18 
per cent and 5 par cent respectively, but the international pur- 
chases ware mads only fn the second haff of 1997 and the com- 
pany says they are performing weU. 

The total dividend was up 31 per cent from FI0.89 to R1.16 a 
share, and total group assets rose 28 per cent to R24.B4ba 
Victor Maflot, Johannesburg 


ELEVATORS 

Productivity lifts Schindler 

Schfndter, the world’s second largest manufacturer of elevators 
and escalators, increased net profits in 1997 by 61 per cent to 
SFr142Am (995.7m), and signsriad the recovery in Its fortunes by 
raising Its dividend 7 per cent to SFi30 a share - the first 
Increase In four years. 

Operating revenues end orders topped SFitibn for the first time 
and operating margins rose from 23 per cent to 3.8 per cent The 
group, whose target Is to raise margins to 8 per cent says the 
Improvement reflected productivity gains, cost management and 
product Innovations. Operating profit rose 92 per cent to 
SFr233.lm, after non-recurring restructuring charges of 
SFr58.6m. 

Despite further substantial hon-reouning r e str u cturing charges 
In 1996, Schindler expects to boost net p ro fits this year provided 
that the “turbulence In Asia" can be contained. The group reaf- 
firmed its commitment to Asia. WRan Hall, Zurich 


TEXTILE MACHINERY 

Saurer advances 156% 

Saurer, the world's largest manufacturer of textile spinning 
machines, Increased Its net profits by 156 per cent to SFriSIm 
(SB 7.8m) In 1997. The group lost over SFrtOOm In 1994 and 1995 
but Ernst Thomke, Switzerland’s best-known company doctor, 
has been responsible for dramatically reducing production costs, * 
simplifying the product range end Introducing a more coherent f 
pricing policy. 

Sales rose 12 per cent to SFrIJBSbn, and orders Increased 32 
per cent to SFr2bn. Operating margins nearly doubled to 7 per 
cent Saurer said the Jump In profits reflected the recovery of Hs 
German spinning machfawy subsidiaries and a positive market 
response to the Introduction of products. VVHBom HaR 


COMPANIES & FINANCE: EUROPE 


TELECOMMUNICATIONS Spanish group poised to take significant stake in WoridCom's European operations 



Telefonica in alliance with US groups 


By IMd MBs to Madrid 


Telefonica of Spain 
yesterday signed a wide- 
ranging aiHance with World- 
Com and MCI of the US 
under which it is set to take 
a significant stake in World- 
Corn’s European operations. 

MCI. the second largest 
long-distance operator in the 
US, is also to form a joint 
company with Telefonica to 
target Spanish-speakers In 
the US, azzd may buy a 
shareholding In Telefonica's 
Latin American arm. 


The agreements were 
announced in Washington 
yesterday, two days before 
shareholders' meetings of 
the two US groups to 
approve WoridCom's S37bn 
takeover of MCL 

Berate Ebbers, WorldCom 
chairman, said there were no 
plans "at this time" for 
direct cross-shareholdings 
between MCI WorldCom and 
Telefonica. But this was 
"certainly” a possibility In 
the future. 

"This is a great thing for 
WorldCom", he commented. 


He said it was time to end 
his company’s previous "go- 
it-alone" approach, and this 
was a unique opportunity for 
the group in Latin America. 
The companies expect the 
long-distance telecommuni- 
cations market in Latin 
America to grow from $50bn 
a year at present to SS7tm in 
2000. 

In exchange, Mr Ebbers 
said, the deal would give 
Telefonica a share in a 
Europe-wide network and 
enable it to penetrate the US 
market. 


Bert Roberts, MCI chair 
man, said the agreements 
would “shape the future of 
global communications". 

Mr Roberts will join Tele- 
fonica's board, and Juan Vil- 
lalonga. Telefonica chair- 
man. is due to sit on the 
board of the merged MCI 
WorldCom group. The com- 
panies are to look at bring- 
ing Portugal Telecom into 
the alliance. 

The agreement, discussed 
over the past few months, 
goes further than plans 
drawn up last April between 


elefonlca and MCI under a 
tree-way alliance which 
-as to include British Teie- 
jmmunications. 

BT, having seen its merger 
Ians with MCI thwarted, 
icently abandoned Its 
de of the deal with Telefon- 
m. saying the alliance no 
mger made commercial 

;nse. , 

Telefonica and MCI are to 
ress ahead with a 


Telefdnica will control 51 per 

*T,* nf the joint company. 

gSwsrs 

a ?uSi ViMonga, Telefta- 
JXirman. said the two 
^npanies envisaged spend- 
Sg another t»» 

SL business and redden- 


Ford to end production of Scorpio 


By Haig Stamrian, 

Motor fcafostry Correspondent 


Ford- Motor of the US 
yesterday announced the 
demise of its slow-selling 
Scorpio model highlighting 
the problem facing volume 
carmakers selling expensive 
executive models into an 
unsympathetic European 
market 

The decision to end pro- 
duction of the Scorpio in 
July is sooner than expected 
and marks one of the first 
moves approved by Jim Don- 
aldson, the new president of 
Ford of Europe. 

Ford’s dil emma with the 
Scorpio is reflected at most 
other volume carmakers. 
Sales of the Peugeot 605, 
Citroen XM and Renault Saf- 
rane have slumped in recent 
years as buyers have 
detected to more prestigious 
brands such as BMW and 
Audi. 


Ford said the 1,500 work- 
ers building Scorpios at 
Niehl near Cologne in Ger- 
many would be reallocated. 
The company has extensive 
components activities on the 
site where it also builds its 
small Fiesta hatchback and 
Puma coup*. . 

It simultaneously 
announced plans to build 
two new models in Germany 
after 2000. An unspecified 
new vehicle, to be based on 
the next generation Fiesta, 
will be made in Cologne. 

Meanwhile, Ford's big 
Saarlouis plant will build a 
new "multi-activity vehicle" 
to be based on the new 
Escort replacement, called 
the Focus, from the turn of 
the century. 

The two new models are 
intended to counter local 
fears that Ford might be 
downgrading its activities in 
Germany. Last year, workers 
in Fiesta production agreed 



•fames Donaldson: posted to Europe to Improve Ford's fortunes 


to sizeable concessions on Mr Donaldson, a Scot, was 
flexibility in return for posted to Europe in January 
higher wages and certain job to spearhead Ford's attempts 
guarantees. to improve its financial and 


market performance in tbe 
world's toughest car 
market. 

Analysts had expected it 
to soldier on with the Scor- 
pio for up to another two 
years. Sales, which peaked 
at more than 100,000 in 1986, 
declined to less than 21.000 
last year. 

Ford yesterday indicated 
the Scorpio would not be 
replaced. Instead, the com- 
pany will tackle the execu- 
tive car market by importing 
the new LS6 and LS8 models 
built by its prestige Lincoln 
brand in the US. 

A further push Into the 
executive segment wifi come 
from Ford’s Jaguar subsid- 
iary. Jaguar's new X200 
executive model Is due to 
appear late this year. 

Jaguar's market coverage 
will increase substantially 
early next century with the 
introduction of its smaller 
X400 range. 


Tussle for 

Austrian 

vehicles 


group 


By Eric Frey In Vienna 


lerman investment group 
terday made a Sch5^5bn 
!7m) cash offer far a 67 
cent stake in Steyr-Daun- 
Puch. the Austrian 




Schl.75bn. 

GSM-lndustriebeteiligungs 

said it would pay Sch636 per 
share for the Steyr stake 
owned by Creditanstalt, a 
subsidiary of Bank Austria. 

Magna, which is controlled 
by Frank Stronacb, the Aus- 
tro-C-anadian businessman, 
offered only about Sch3.5bn, 
or Sch365 a share, in cash 
am i equity for the Steyr 


Havas hears the Messier message 


By David Owen fea Paris 


"The operation we are 
conducting, far from being 
the death of Havas. Is, in a 
certain way. a second life." 
Jean-Marie Messier, chair- 
man of Gdn&ale des Eaux, 
tbe French communications, 
construction and environ- 
mental services group, was 
dearly in buoyant mood this 
week as he spelt out bis 
thoughts on the venerable 
163-year-old media company. 

Some may disagree with 
his upbeat view of Havas* s 
future once it becomes 
merely tbe ninth operating 
division of Mr Messier’s 
soon-to-be-renamed conglom- 
erate. 

But Mr Messier has 
emerged as one of France's 
most energetic and ambi- 
tious managers since fairing 
the helm at Gdndrale des 
Eaux in 1996, and doubtless 
he has well-defined plans for 
the company that has 
described Itself as the 
world's flfth-largest commu- 
nications group. 

“We are merging with 


Havas and, once that has 
been accomplished, will turn 
it into a subsidiary,” he says. 
“The communications pole 
of G£n6rale des Eaux will 
consist of three clearly iden- 
tified activities: telecoms 
with Cegetel; multimedia 
publishing with Havas; and 
images with Canal Plus (the 
pay-TV group In which 
Havas has 84 per cent).” 

*1 do not believe in verti- 
cal integration between tele- 
coms and media. Each of 
these three divisions must 
have its own development 
strategy. But, what is more, 
we must seize all concrete 
opportunities for common- 
action." 

As Generate des Eaux 
seeks to exploit what it sees 
as the converging worlds of 
telecoms and media. Mr Mes- 
sier plays up the extent to 
which, though indisputably 
a big fish in France, It Is 
more of a sprat In compari- 
son with some of its Interna- 
tional rivals. 

"The stakes for the group 
in media activities are risky 
and difficult because we are 


small, we come from a non- 
Anglo-Saxon country and so 
have a handicap not only of 
size but of language, and we 
are starting off late since 
deregulation in France, nota- 
bly of the telecoms market, 
came relatively late. 

“Even after absorbing 
Havas, our turnover from all 
communications activities 
will be $8bn. That is what 
Reed Elsevier has in publish- 
ing alone. We are six times 
smaller than Time Warner 
and 10 times smaller than 
AT&T." 

It comes as no surprise. 
therefore, that Mr Messier is 
already talking of the need 
for Havas to forge interna- 
tional alliances. 

"Cegetel has its interna- 
tional alliances; Canal Plus 
has its international alli- 
ances; Havas not yet . . . Tak- 
ing 100 per cent control of 
Havas gives us complete lib- 
erty and complete power to 
organise international alli- 
ances for Havas. I will not 
fall you that G#n Grate des 
Eaux will control 100 per 
cent of Havas for <10 years. 


Becoming the sole master of 
the ship will enable us to 
discuss and organise good 
international alliances for 
Havas." 

Indeed, the Generate des 
Eaux chairman is highly 
critical of Havas for “passing 
up in recent years every 
opportunity ... for interna- 
tional growth”. 

He blames this on “con- 
flicts of interest" between 
different Havas board mem- 
bers. 

"When you had G&terale 
des Eaux. Lyonnaise des 
Eaux and France Telecom 
around the same board table, 
how could you get them to 
agree? 

u In the domains of com- 
munications, telecoms and 
media, they have three dif- 
ferent strategies." he says. 

"In that respect, the Havas 
board was to some extent 
the archetype of French cap- 
italism in its had dimension, 
where one tried to balance 
contradictory interests. 
When you try to balance 
contradictory Interests, you 
end up doing nothing.” 


Some might argue that 
ironically. Mr Messier was 
himself partly responsible 
for this, since as a senior 
fiwnnra ministry official in 
the 1980s. it was he who 
oversaw Havas's original pri- 
vatisation 11 years ago. 

Pressed on this, be 
acknowledges “a wink of 
personal history" but argues 
that tbe stable shareholder 
groupings then built up to 
protect newly privatised 
companies from immediate 
takeover were “not intended 
to give management a bun- 
ker". 

"Some of these companies 
took their destiny in hand." 
he . says, “others tried to 
manage these conflicts of 
interest by playing one off 
against the other ... In 
Havas’s case, it was even 
more complicated because 
there was a second phase in 
the process of creating its 
stable shareholder group 
after the presidential elec- 
tion in 1988. 

“The company's share- 
holders were virtually reor- 
ganised dan against clan.* 


stake in December. 

Because the Magna share 
price had! dropped since tbe 
offer was made, analysts 
expected the company to 
sweeten its bid. Magna's and 
GSM's offer both included 
the 50 per cent held by Cre- 
ditanstalt in Steyr Fahrzeug- 
technik. which assembles 
Chrysler mini-vans in Graz. 

Steyr shares yesterday 
jumped 15 per cent to Sch433 
on the news, but Creditan- 
stalt reacted cautiously to 
the new offer by GSM. 

The bid did not Include a 
formal bank guarantee, but 
only a non-commital letter of 
interest by Bayerlsche 
Veretasbank, and was depen- 
dent on a due diligence 
Investigation of Steyr's 
books, the bank said. The 
supervisory board of Credi- 
tanstalt was due to decide on 
the Steyr sale today. 

Since Mr Stronach 
announced his plan to buy 
Steyr, the terms of the bid 
were subject to heated 
debate. Critics said Creditan- 
stalt had not invited other 
bids and was h anding Mr 
Stronach a bargain. Mr 
Stronacb has excellent con- 
tacts in Austrian business 
and politics since he started 
to invest heavily in his coun- 
try of birth. 
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ESTIMATED CONSOLIDATED RESULTS 1997 

On 26 February 1998, L’ORE=AL’s Board of Directors, chaired by 
Mr Lindsay OWEN -JONES, Chairman and Chief Executive Officer, met to 
consider the Group’s estimated consolidated accounts for 1997. 

Sales for the year ended 31 December 1997 amounted to FF 69.12 Mton, 
up by 14.5% on 1996 published figures and by 8.4% on a comparable 
basis. The 6.1% difference between growth on published figures and the 
Increase on a comparable basis stems from exchange rate fluctuations 
for 4.9% and changes In the scope of consolidation in Pharmaceuticals, 
Dermatology and Cosmetics for 1.2%. 

Safes far the Group's three main sectors break down as fbttows: 



SaMs 

Growth 


(FPmBflorw) 

(%> 

* Cosmetics 

56,163 

+ 14.6% 

* Dermatology (1) 

793 

+ 52.6% 

* Pharmaceuticals 

11,729 

+ 1Z£% 

Group operating profit rose by 18.2% to FF 8.69 blttton. The contribution of 

the three main sectors is as fbffOws: 



Oporatfrig profit 

Growth 


(FFmHtons) 

Ht) 

* Cosmetics 

6,691 

+ 14.5% 

* Dermatology (1) 

135 

+ 143% 

* Pharmaceuticals 

1,944 

+ 27.6% 


Despite a rise In interest expense, profit before taxation, employee profit- 
sharing and capital gains and fosses rose by 17% to FF 7.76 bdfion francs. 
Corporate taxation Increased by 28.9%. 

Estimated net profit before capital gains and losses, after minority 
interests, which is used to calculate earnings per share, reached 
FF 4.21 billion, up 12.8%, compared with a 10.3% increase in 1996. 

The estimated accounts will now be reviewed by the Board of Directors 
and the Statutory Auditors and will be given final approval on 7 April 1998. 

(1J there wmbuatfn to ffn LORfiAL Gwp, to. 50* 

For further Information, consult your bank, stockbroker of other financial 
Intermediary and your newspaper or Internet hfnttfwww.kiroaf-finance.aom 
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ANZ Banking Group (New Zealand; Limited 

timrjrpfmrnl at'# fiimlftf liability m pirn Zealand! 

US.$ 125,000,000 

Subordinated Floating Rate Notes due 2005 
guaranteed on a subordinated basis by 

Australia and New Zealand Banking Group Limited 

A.CJi. OSS 3S7 522 

Iftli upw i m l «il* NwW W)*li rith-.SiWifliUTO 4H«ntWhii 

NOTICE IS NEAEBV GIVEN tiaf fur rtc fmnrnt Period I Oth 
March, 19W m iOth Jura. IWg Ihe Notes *Ul carry a Rule of 
bitert^ of 6.1315'* pa cent per annum with an Arm mm of Inwreu 
of US. SI56.M per US SltUMB Nwe and 15 S. SI JM*7 per US. 
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The FirM National 
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Fantastic, one story, 22,296 sq. m. 
building on 17 hectares 

• Stora-of-tha-arf energy management, lira 
protection, security, end waste treatment systems 

• 100 % air-conditioned: comprehensive dust 
collection and vacuum systems 

• 2£75 sq. ffl. office space with interchangeable 
network communications wiring 

• Ceiling heights to approx. 7.1 meters clear 
abundant track loading 

• Located in the Central Ttoroline Industrial Park 
with frontage on |-85ft0 

• Constructed In 1995 

BINSWANGER 

230 S. Tryon StoWi Suilc 1 200, OwtoOe. NC 2tt2Q2 
704-377-OHOI * F«: ^M?7-WWi 
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The notes will bear interest 
at 5 . 4687 S%p«r annum hr 
the period 10 March 1998 
to 10 September /SfiS. Interest 
payable on 10 September }$% 
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COMPANIES & FINANCE: EUROPE 


■■^^!!j!!fjI_ ™A ' nSES I TS fir s t big b ank and clears the way for the disposal of three more state-owned banks 



Prague sells stake in IPB to Nomura 


By Robert Anderson in Prague 


The Czech government has 
finally privatised the first of 
the country's big hanVg with 
the sale of its 36 per cent 
stake 'is Investicni a Pos- 
tovni Banka (IPB) to 
Nomura, the Japanese 
investment bank, for 
KcaCBbn ($S8m). 

Nomura also subscribed to 
Kc6bn oF new shares at an 
extraordinary general meet- 
ing yesterday, doubling: Che 
bank’s current equity of 
Kc5.7ba 

The sale of the troubled 
bank - the deal was signed 


on Sunday - clears the way 
for privatisation of the other 
three big state-owned banks. 
Advisers for the sale of 
Komercni Banka, Ceska 
Sparitelna and Ceskoslovan- 
sko Obchodni Banka were 
chosen last month, tho ugh 
no final decisions Will be 
taken until after elections 
scheduled for June. 

The agreement ends a 
protracted saga which hag an 
when Nomura was chosen as 

the sole bidder last July. 

The Japanese bank, which 
owned 5 per cent, had 
already won virtual control 
of IPB after the state failed 


to participate in a rights 
Issue and after it had 
reached an agreement with 
shareholders close to the 
management who owned 
another 40 per cent. 

An audit last year con- 
firmed that the purchase 
price for the country's third 
biggest bank would be at the 
lower end of the govern- 
ment's Kc2bn-Kc5.8bn range, 
but negotiations dragged on 
over what guarantees the 
state should give. 

Nomura confirmed yester- 
day that it had not won any 
further financial guarantees 
after the state had taken 


over KclTbn of IPB's low-in- 
terest housing loans issued 
largely during the commu- 
nist period. Randall Dillard, 
head of Nomura Europe, said 
the talks had taken so long 
because “we wanted to be 
very precise about the teams 
because there are no guaran- 
tees". 

Analysts have been scepti- 
cal whether the Japanese 
investment bank intended to 
keep IPB, which has a large 
retail network as well as big 
equity stakes in Industry, 
which Nomura has already 
begun to cherry-pick. 

Ivan Pilip, finance minis- 


ter, admitted that Nomura 
did “not guarantee any 
long-term presence in the 
bank. We do not exclude the 
fact that Nomura will 
restructure' the bank and 
then consider selling it". 

Last year IPB made pre- 
liminary net profits of 
Kc450m, against Kcl-Sibn, 
after provisions of Kc4J5bo. 
Nomura said this year that it 
was likely to underwrite a 
Kc6m subordinated bond 
issue to further strengthen 
the batik's equity - which 
hovers around the BIS mini- 
mum of 8 per cent - and to 
issue Kc5bn-Ecl0bn of 


domestic bonds to restruc- 
ture the hank’s debts. 

Nomura is also planning 
to make another rights issue 
this year, which would lower 
its stake from about 70 per 
cent to less than 50 per cent 
and give other shareholders 
a chance to participate in 
the capital increase. 

At the extraordinary meet- 
ing yesterday, Jan Klacek, 
former director of the eco- 
nomic institute at the cen- 
tral bank, was appointed 
chief executive, replacing 
Jirl Tesar, who becomes 
chairman of the supervisory 
board. 


Fork-lift group seeks 
elevation in marriage 

BT Industries of Sweden hopes to secure a platform for growth 
with its takeover of US-based Raymond, writes Peter Marsh 

T he Swedish end of the The Raymond deal cata- O'Connor, an industrial ana- 
marriage is taller and putted BT into seventh posi- lyst at J.P. Morgan, the New 
sleeker, the American tion in the league table of York bank, 
more rotund and slightly lift truck companies, count- For most of its life, BT has 
less agile. But together they ing sales of both warehouse hardly hit the headlines, 
will “make a perfect combi- and counter-balanced trucks. Formed in 1946, it was, until 
nation”, according to Carl- Ahead of it in revenues are the early 1990s. part of the 
Erik Ridderstrale. president three Japanese-controlled KF Swedish co-operative 
of BT Industries of Sweden, companies - Toyota, Eom- before being floated on the 
and the man in charge of the atsu and a joint venture Swedish stock market in 
union. between Mitsubishi Heavy 1995. Last year BT, including 

Mr Ridderstrale's job is to Industries and the US's Cat- Raymond’s contribution for 
knit together the production erpillar, in which Mitsubishi the final four months, 
and sales of related, but dif- has an 80 per cent stake. The showed net income of 
ferently designed, lift trucks, "big six” also includes Linde SKrl68m (820.9m) on sales of 
Forming them into a global and Jungheinrlch of Ger- SKrfibn. This year sales are 
business will, he says, pro- many, and the US’s Nacco. expected to reach SKrfibn. 
vide a "fantastic platform for Through the Raymond BTs shares have been on 
growth". acquisition, which has given a rising trend. Since the flo 

BT shot to prominence last it virtually equal revenues tat ion they have outper- 
yea r, through its 8375m take- on either side of the Atlan- formed the rest of the Swed- 
over of rival lift-truck maker tic, BT has continued the ish stock market by 25 per 
Raymond of the US - the process by which the big lift- cent, though in recent weeks 
biggest ever acquisition in truck groups have songht they have lost some of their 
the world lift-truck industry, manufacturing operations lustre, partly on fears of how 
The sector also includes the around the world. the Asian economic crisis 

better-established "counter- . While other big companies could affect industrial 
balanced" trucks, used - for in lift trucks have grown growth in Its markets, 
basic fetch-and-carry jobs in largely by the gradual open- As for the European and 
factories and distribution ing of new plants,. ST’S pur- US businesses. Mr Ridder- 
yards. chase of Raymond is seen as strale's strategy is to keep 

BT is the world’s biggest speeding up the expansion them fairly independent, 
producer of specialist lift efforts. since warehouse trucks in 

trucks used in warehouses. “This [the merger] is a pre- the two regions are g en er- 

It is the fastest -growing part emptive move which recog- ally quite different: ware- 
of the lift-truck market and nises the trend towards glo- house aisles in the US tend 
accounts for woridr sales of balisation in the lift-truck to be wider and European 
some $5bn a year: ' industry," says NiaU trucks are normally thinner. 



Carl-Erik Ridderstrale: BT on course to open its first Asian plant Picture: Brendan Carr 


The logic behind the BT/ change religion to deal with moil in Asia, he believes it 
Raymond deal is that many us," he says. “highly likely” that BT will 

users of warehouse trucks - He also thinks BT will be be ready to build its first 
the biggest are retailers, dis- able to increase sales in plant there by the turn of 
tributors and manufacturers emerging regions outside the century, 
of fast-moving goods - are western Europe and the US, The company’s Swedish 
global companies with big which now account for 50 and US products will con- 
operations in Europe and the per cent and 45 per cent tinue outwardly to look dif- 
US. respectively of the merged ferent but inside they use 

Mr Ridderstrale believes company's revenues. many of the same sub- 

he can increase sales to such BT’s sales in these two systems such as transmis- 
businesses by offering differ- regions are likely to increase sions and engines, 
ent designs tailored to condi- by 5 per cent a year, Mr Rid- Mr Ridderstrale considers 
tions in both re g i ons There derstrale says, with reve- that by combining its pur- 
will be no attempt to force nues in Asia and other chasing operations, the new 
US users to qpt for European emerging areas growing at venture should be able to cut 
designs, and vice versa, twice this speed. $I5m a year from its compo- 

- Customers will not have to In spite of the recent tur- nents bDL 


Telecom Italia 
gains Madrid 

By Tom Boms fa Madrid Capital (the financial arm of 

— - — — General Electric, of the US) 

Telecom Italia has and Callahan Associates 
consolidated its role as the International, a venture 
second major operator in beaded by Richard Callah an , 
Spain by gaining a key former president of US West 
cabling franchise In the Mad- international, 
rid area. The Italian carrier Cableuropa and Telecom 
beat a rival bid backed by Italia's consortium with the 
France Telecom to provide power companies have 
cable -TV, telephone and gained important footholds 
interactive services to some in Spain’s emerging cable 
1.7m households in the Span- industry, winning contracts 
ish capital. to provide services in Valen- 

Officials said yesterday the da and Seville respectively, 
government had imple- and they share the fra n c hi se 
mented a unanimous deci- for the Barcelona area, 
sion by its advisory commit- But the battle for the Mad- 
tee for the cable sector rid franchise, by far the big- 
favouring a Pta305bn gest offered by the govem- 
($1.97bn) investment pro- ment, was viewed as decisive 
gramme over 30 years for the to the wider ambitions in 
Madrid area presented by Spain of both France Tele- 
CyC, a consortium led by com and the Italian group. 
Telecom Italia and by the Telecom Italia, partnered 
domestic power groups End- by Endesa, stole a march on 
esa and Unite Fenosa. France Telecom last year 

France Telecom had who: it acquired Rete vision, 
entered the contest for the Spain’s second fixed tele- 
Madrid franchise in partner- phony operator. The French 
ship with Cableuropa, a group, together with Cableu- 
Spanish company backed by ropa, has signalled its con- 
SpainCo, a US group formed tioued ambition to enter the 
by Bank of America, GE Spanish market 

GEA hails 
profits recovery 

By Peter Marsh being released In May. 

Preference shares in the 

GEA of Germany, the company closed at a six- 
world’s second biggest month high of DM842.5, a 
maker of food processing Jump of 8 per cent since Fri- 
equlpment, yesterday sig- day, after the news. For 
nailed it was emerging from much of the past three years 
its difficulties by ann minc- the shares underperformed 
ing a 52 per cent rise in net the rest of the German stock 
income last year. market 

The Bochum-based com- Sales for 1997 rose 9 per 
pany said the provisional cent, from DM4. 3bn to 
result was due to manage- DM4.7bn. The company said 
ment restructuring in the all the growth came from 
past two years to restore lus- internal expansion, with 
tre to a company whose acquisitions adding about 
acquisition-led growth dur- DMi5m in sales. Marginal 
ing the 1980s made it a Ger- activities with annual sales 
man stock market star. of about DM45m woe sold or 

GEA said the net earnings closed during the year, 
for last year of about Earnings per share rose to 
DMl60m (887m), after DM45 from DM30.2 in 1996. 
DM105m in 1996, Indicated New orders during 1997 
the company had “reached came to DM4.7bn. up 8 per 
a new sustainable profit cent on the DM4.4bn the pre- 
level". Full figures are vious year. 





jjv Happy Birthday Neuer Markt! 
jM The hard work of the past 
M m twelve months gives us a good 

jSwhbxt Maria 9 reason to celebrate - the suc- 
cess story of our first year! 

Much has been accomplished within this short 
period of time. To finance Iheir growth, our lis- 
ted companies have raised more than US$ 800 
million in capital, three of these in dual issues 
with Nasdaq. Our official price index has risen 


over 135% since market launch and more than 
40% since the start of 2998. Full Company 
disclosure according to international standards 
offers a high level of transparency to investors 
and makes risks manageable, 

Neuer Markt has experienced outstanding liquidi- 
ty and keeps attracting more high growth com- 
panies from promising industry sectors. This 
solid foundation prepares us for the challenges 
and opportunities of a large, joint Euro-market. 


In such an environment investment decisions 
wM be characterised increasingly by a sectoral 
approach. Our goal - together with our partners 
in EUR0.NM - Is to provide direct and easy 
access to a single pool of growth companies 
throughout Europe and beyond. 

We are certain that Neuer Markt will give us 
more opportunities to celebrate in the future. 

Your access to success 


Deutsche 
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Honda set for return to Formula One 


By HQctfyo Nakamotn ta Tokyo 

Honda Is returning 1 to 
Formula One motor racing 
after an absence of more 
than five years. 

The Japanese carmaker, 
which pulled out of F-l in 
1992, plans to re-enter the 
races in the near future as a 
comprehensive F-l team, 
with its own engine, chassis 
«nrf management, the com- 
pany said yesterday. 


The structure of the racing 
team and actual timing of 
Honda’s return have yet to 
be decided. 

The decision to re-enter 
F-l comes as Honda is expec- 
ted to post record profits for 
the second consecutive year 
and as it celebrates its 50th 
anniversary. • • 

-Through its renewed F-l 
involvement, Honda aims to 
nurture the capabilities of 
its engineers and develop 


advanced technologies ... in 
the fiercely competitive envi- 
ronment which F-l racing 
entails," the company said. 

From 1964 to 1968 the com- 
pany participated in F-l as a 
full team and won two out of 
35 races. Between 1983 and 
1992 the company took part 
as an gng* ne manufacturer 
and won 69 out of 199 races. 

Its decision to quit in 1992 
came amid gro w i n g flnxnrfai 
pressures as Japanese 


demand for cars was 
severely affected by 
plunging asset prices in 
the aftermath of the bubble 
era. 

The company also said it 
wanted to direct more 
resources to developing envi- 
ronmentally friendly tech- 
nology, and felt hampered by 
the growing demands of 
competing in F-L 

Honda is now better 
placed to meet the demands 


of the motor racing champi- 
onship. The company has 
been one of the best perform- 
ing in the industry, over- 
taking Nissan, Japan's sec- 
ond largest car maker, in 
domestic unit shipments in 
December last year. 

It has achieved its target 
of 800,000 in annual domestic 
sales ahead of schedule and 
the group is poised to 
continue riding on its recent 
success with new launches 


in North America. 

However, the Japanese ear 
market still fares a difficult 
year as financial uncertainty 
and a gloomy economic out- 
look keep spending tight. 

The company estimates 
that F-l racing costs "hun- 
dreds of millions of yen”, 
and is likely to require the 
work of several hundred 
Honda employees. 


Observer, page 19 


Expansion begins at home 
for China's Guangdong Kelon 

Merger with a local group is the latest step in the refrigeration 
group’s plan to sustain its growth drive, reports John Ridding 


G uangdong Kelon is not 
looking Car for Its next 
acquisition. China's big- 
gest refrigerator company is 
planning to merge with 
Huabao, an air conditioner 
manufacturer, a mere 10 
minutes down the road in 
the southern Chinese prov- 
ince of Guangdong. 

But Kelon’s ambitions 
stretch further. The Huabao 
deal is just the latest step in 
an expansion which has seen 
sales treble since 1993. pro- 
pelling the company to the 
ranks of China’s emerging 
industrial champions. 

With the slowdown in the 
mainland economy and the 
financial crisis in Asia, these 
achievements and aspira- 
tions face a challenge. 
Guangdong Kelon will pro- 
vide a test of whether Chi- 
na's leading companies can 
sustain their rise and spear- 
head industrial reform in 

fjhina. 

“1998 will certainly be 
more diffi cult at the macro- 
economic level,” says Don 
Lee, vice-president “But we 
think it is possible to main- 
tain our growth rata” 

That growth has been 
built on swift but careful 
expansion of Kelon’s core 
business. When many main- 
land companies were consid- 
ering ill-judged diversi- 
fication, often funded by cap- 
ital raised overseas, Kelon 
remained focused on. refrig- 


erators. In China it has held 
the top spot since 1990 and 
increased market share 
to almost 20 per cent last 
year. 

"When everyone was mov- 
ing into property In the early 
1990s we were getting a 
return on equity of 20 per 
cent in our business," Bays 
Mr Lee. “We use all the prop- 
erties we own." 

Funds from the group’s 
1996 listing have been used 
to expand production and 
dervefop a national distribu- 
tion base. New plants in the 
provinces of Liaoning and 
Sichuan have added to "the 
original base in Guangdong 
to form a "golden triangle” 
of factories. 

Abroad, Guangdong Kelon 
has also taken bold steps. 
Last year the group reached 
an agreement with Avanti, a 
US importer, to supply 
250,000 refrigerators: They 
will be sold on an OEM basis 
to big US department Stores 
such as Wahnart- 

The next phase of develop- 
ment involves a widening of 
the range of products and a 
move downstream. After 
Huabao, Guangdong Kelon is 
considering a merger with 
GDMD, another local air con- 
ditioner manufacturer. The 
deals would treble Kelon’s 
annual air conditioner pro- 
duction of about 500,000 
units. 

A separate agreement for a . 


three-party joint venture 
with Huayi Compressor 
would give Kelon a stake In 
China's biggest producer of 
non-CFC compressors. 

The logic of these deals is 
simple. Refrigerators and air 
conditioners account for 
most of the white goods 
market 

Combination would bring 
economies of distribution 
and strengthen Kelon’s posi- 
tion with sales outlets. 
Localising its source of com- 
pressors would reduce inven- 
tory and transport costs. 

Two questions loam over 
the strategy. Given the lim- 
ited pool of management 
expertise in China the 
pitfalls which have under- 
mined other fast-growth 
businesses, can Kelon han- 
dle the pace of expansion? 
Even if It can, will the 
company's plans be derailed 
by a slowing economy and 
the sharper competitive 
edge gained by overseas 
rivals as a result of devalua- 
tion? 


Cool strategy 
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Top home appfiance brands In China 
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Lee admits that a 
lack of management 
resources constricts 
expansion, but this problem 
Is eased by training engi- 
neering graduates In China 
and by recruitixig managers 
from Hong Kong, while its 
status as a township village 
enterprise provides greater 
flexibility to terras . of pay 
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and employment contracts 
than at most Chinese compa- 
nies. 

Economic shocks are 
hnrtipr to manage. While the 
decline in Aslan domestic 
markets removes an area of 
growth for Kelon. it also 
forces rivals to expand their 
exports, taking the fight to 
Kelon’s home market 

Although international 
groups such as Samsung, 
Matsushita ay>d some big US 
and European companies 
have strengthened their 
presence in nhma, Kelon is 
confident it can hold its own. 
Mr Lee rites its knowledge of 



local demand and distribu- 
tion channels. 

“We are much stronger in 
direct cooling refrigerators," 
he says, referring to appli- 
ances that use natural con- 
vection. “Koreans and Japa- 
nese prefer circulation 
cooling in which electric 
fans circulate the air. In 
China, people's buying pat- 
terns tend to be less fre- 
quent, so the storage period 
tends to be longer. And if 
you use the fan cooler, there 
tends to be dehydration." 

A more tangible advantage 
Is Kelon's network of distri- 
bution channels and the 


prospect of further growth 
through the acquisition of 
“spare capacity" among 
weaker Chinese rivals. 

Industrial consolidation, in 
which the strong transform 
the ailing factories of Chi- 
na's state sector, is at the 
centre of reforms proposed 
by Zhu Rongji, China's pre- 
mier-in-waiting. That pro- 
vides scope for further 
expansion and the easing of 
capacity constraints at the 
Guangdong group. 

But it also means the 
stakes attached to Kelon's 
success extend well beyond 
the refrigerator company. 



news DIGEST 

SEMICONDUCTORS — ~~~ — r 

Sales surge at Taiwan 

chip manufacturer 

Taiwan Semiconductor safes 

biggest foundry - or contract - JST^Wsbn (US$1 65m) 
leapt 132.4 per cent is mainly due to a sharp 

owing to increased ca P ac ^\^ h ^ yaar ago, and because our 
rise m our capacity compared wtthe year 9 ^ -p*, 

business outlook has improved. Tafpe | yesterday, 

were announced after the close of or 1 3 per cent, to 

^company's shares had earlier fallen TS2, or 1 ^ per 

Tt Zc. ^eere* 

said last month that its manufai-lurlng T ^ 400bn capital 

per cent in 1998. the second^ JJ^monthly record of 

expansion. February sate ‘ ^months of this year. 

T$5.5bn set in January. For the first wo 

sales climbed 123.3 per cent year-orr-year mowing 

The foundry segment ol Q f a trend towards 

faster than the industry as a whole chiwnakers such as 

cu^urclngto specialist ana coJ-^™^Snnn« . 

TSMC. Taiwan Semiconductor said earlier Ifa tooaartyt o 

were fa* booked for the H 

say how ft would perform in the second I q • 

nS prate of TS18.0bc .1 1997 altar TS 19 . 4 bn In 1996. 

Laura Tyson, Taipei 

MALAYSIA — 

Golden Hope Plantations ahead 

Golden Hope Plantations, Malaysia's larges* 

said Improved performance from its plariaboar^cft^^ 

overseasefivteions helped it achieve a 30 per oantrtee fanrt 

its for the six months ended December. The company 

profits of MSI 40. 8m fUS$35.7m) against MSI 08.5m a year earner. 

Revenues rose 1 .9 per cent to M$716.8m. 

“The Increased Iprofitsj contribution from plantation is 
due to better palm prices and to a lesser extent higher croppro- 
' duotion," Golden Hope said. It added that the contributlonfrom 
property was lower owing to the country's economic downturn. 

The company did not give details of how the various _ diws, °[® 
had performed. "Plantation profit for the second half is e ^**** 3 
to Improve In line with higher prices of palm products although 
crop production Is anticipated to be lower," It said. 

AP-DJ, Kuala Lumpur 

SRI LANKA 

Profits slip at Ceylon Tobacco 

Ceylon Tobacco, the sole manufacturer of cigarettes in Sri Lanka, 
said 1997 net profits dropped 0.5 per cent from SURsS75J2m the 
year before to SLRs572.5m fUSS9.3m). The company, owned by 
British -American Tobacco of the UK, said local sales were 
affected by the flourishing trade in smuggled cigarettes as well as 
a tax struct Lire that Increases the problems for Its domestic sales. 

A severe’ drought In 1996 a/so affected the disposable income of 
consumers. However, "buoyant export orders helped mitigate the 
impact of the disappointing domestic sales," the group said. 
Domestic sales dropped 5.7 per cent. 

Ceylon Tobacco shares traded at SLRs33 on Monday, 
unchanged from Friday's dose. AP-DJ, Colombo 


Novo Nordisk A/S 

The Company will hold its Annual General Meeting of Shareholders on 
Thursday, 26 March 1998, at 4.30 pm 
atlaurentsvej 45, Bagsvserd, Denmark. 
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Agenda 

1. The BoanJ of Di 
activities in the 

2. Presentation 
Report and th 
dated. Rnandi 
Resolution coi 

‘ Account and 
Management a 
obligations. 
Resolutio^opncem 
to the adi 
Election of 
The 

Director 
Professor Jaroi 
President Hans 
President M: 
election of: 
DrTechnU! 
Ejection of au 
Proposals 
a. To chan; 




Novo AUe, 2680 Bagsvaerd, building 6A, on 
weekdays between 10 am and. 2 pm. 


AdmtefeHn cards andhatotpapars are avafebfe 
according to Artide 1 1 of the Artides of Associa- 
tion untQ Monday, 23 March, 1998. 

Admission cards and ballot papers duly applied for 
beforehand and in writing, and which you prefer 
to collect personally, are available for collection at 
according-/*. fiovo M6~£880*Biigsvaerd, building 6A, on 

y\ ■ / Weekdays^^ens^.am arel2 pm from Monday 
9 25 March. *998; both .. 

’ ^atiys RegSsterof 
f&i& adm&sm 
feScsuedfotheV 
Aminat vjtfUe _Of;his/ 



f*:. \ daysjj 

Ifsfca testate 
shareholders 
cards and 


Sr* 


capital is di 
hereof.* to 

"The share capital is divided « 
multiples hereof." 

As a consequence of the change of § 4 
Articles of Association. § 11 b) and § 11 
proposed changed from the present 
Every share <tf ttfCK 10 of the A share 
1 0 votes.* arid *c) Every share of DKK 10 of 
share capital carries l vote." to: 

"b) Every shaft- of DKK 1 of the A share capteri 
10 votes." and^c) Every share of DKK 1 of the B 
share capital caries 1 vote." 
h-To authorise the Board of Directors, until 
Annual General Nleeting. to let the C 
own shares of up to 10% of the share 
the price quoted on the date of purchase 
deviation of up to 10%j cf Section 48 
Companies Act 

8. Miscellaneous. 

lb adapt the proposal for amendment of 
Association under the agenda’s item 
total number of votes In tire Corfipa 
the General Meeting arid at least 213, 
cast as of the share capital rep 
Meeting shall vote for the proposal, 

Artides of Association. , 4 . 5 " ’ - 
To adopt all other proposals, mdudfrwj 
the Board of Directors, a simple majority of veto is 
required. 

AdmoskM cards and baBot papers are available from: 

Den Danske Bank, tel +4£>33 44 51 40 

or by written appfication or for collection at the address 


be sent. to-Ncwo Nonfek ^shareholders cSrectiy 
via The Danish Securities . 

March 1996 

of Directors 

— i 
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The CFA charter means the 
same thing around the globe. 
Investment professionalism 
and excellence. 


Standards 

Over 24,000 Investment professionals from 63 countries have earned the CFA* 
designation —Chartered Financial Analyst And that speaks volumes In any 
language. It says that the standards represented by the CFA charter are a 
constant in an ever-changing world of International investments. That the 
designation’s stringent Code of Ethics and advancedcurriculum provide 
chart erholders with the competitive edge so vital to their success. 

A universal symbol for high professional standards and principles, the CFA charter is 
sponsored by the Association for investment Management and Research. AIMR also offers 
other professional development programs designed to achieve higher standards for CFA 
charterholders, their employers and their clients. 



For more information and a free brochure, call 1-804-963-6825. 
Or visit our Web site at www.aimr.org. 
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•S' groupe Promod&s 

Consolidated results 


CodGC ^ V<°'’ 

;,a 'A C\t« t>y f / 
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(FRPm&ontexcmpHjarBhomdatQ) 

% change 
97/96 

1997 

1996 

Retail network sales 
(trade volume. Including VAT) 

+ 2.1% 

171.567 

~n0.666“ 

2.848 

168,024 

103.535 

2.384 

Net sales 

+ 6.9% 

Operating Income 

+ 19.5% 

Net Income before minority 
Interests 

♦ 23.4% 

1.812 

1,468 

1.247 

Net Income 

+ 29^9% 

1.619 

Earnings per share (FRF) 

+ 29.9% 

84.6 

sir 


Using a comparable Group structure and exchange rates, both retail network 
Including VAT) and net sales increased by dose to 6%. This was In line with the GrrJS- ^ a «*e volume 
growth over the past five years, which was 5.5 % tot net sales and 5.8% for rptnii?v ave| Ofl» annual 
volume Including VAT). e,ail network sales (trod© 

Operating Income was up 19.5%, primarily reflecting the consolidation of ^ 

by 29.9%. uppoe -Neffncor 

Cash flow stood at FRF 3 r 380 mfltfon. 

The Board ot Directors will propose a net dividend of FRF 17 per shore to the , 

a 21% Increase compared with last year. ™ nua ^ nerQ l Meeting 


INTERNET; hffp; / / www.promodes.fr 
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- . FINANCE: INTL 

CONGLOMERATE PLEDGES TO REFOCUS ON CORE ACTIVITIES 

Amic 


By Victor MaBet 
in 


heads for shake-up 


Leslie Boyd, chair man Qf 
■Anglo American Industrial 
Corporation (Amic) of South 
Africa, yesterday rejected 
the idea of “unbundling" the 
companies in the group to 
improve returns to share- 
holders. But he conceded the 
need to refocus Axolc around 
its core activities and out- 
lined plans to boost earnings 
In the Jong 1 term. 

Amic, the industrial arm 
of the. Anglo American Cor- 
poration, is a conglomerate 
within a conglomerate anfl 
its shares - shunned by 
those international investors 
who no longer favour large 
diversified groups - have 
traded at a discount to net 
asset value. 

Presenting Amic’s 1997 
results, Mr Boyd said all 
Anglo's core industrial inter- 


ests should eventually be 
held in Amic, 

“A decision has been 
taken to focus Amic’s efforts 
only on those sectors in 
which the group holds a sus- 
tainable competitive advan- 
tage,” he said. “Amic will 
divest from those companies 
that do not meet thiq crite- 
rion, both in the Amic port- 
folio and at the underlying 
company leveL" 

Mr Boyd compared the rel- 
atively robust performance 
of Mondi. the Amic paper 
company, with that of sappi, 
its big South African rival. 

Both paper companies 
have been spending m one y 
to expand overseas, and Mr 
Boyd said Mondi had bene- 
fited from .the support of 
Amic and Minorco in the 
Anglo stable. *7 thin k *hi« is 
yet another reason for not 
unbundling," he said. 

Mr Boyd also set ambi- 


tious targets for returns, 
announcing that a weighted 
average cost of capital 
(WACC) of 20 per cent or 
more (based on current 
South African interest rates) 
should be applied to new 
investment proposals. 

Eric Diack, finance direc- 
tor. said mat meant achiev- 
ing a return on capital 
employed of more than 26 
per cent — much higher than 
last year's 16 per cent 

Analysts were sceptical 
about Arrri r's determinati o n 
to push ahead quickly with 
the reforms outlined by Mr 
Boyd. “They are moving, 
doing the right things," said 
Murray Winckler of Deut- 
sche Morgan Grenfell In 
Johannesburg. “The ques- 
tion is. how aggressive are 
they going to be In this 
restructuring?" 

Amic annfiTinmd total net 
earnings of Rl.lSbn ($237m) 


for 1997, up 14 per cent from 
1996, ' on turnover of 
R27.88bn, a rise of IS per 
cent Total net earnings per 
share were RiS.iO, compared 
with R1A92. and total divi- 
dends for the year were 
raised 2 per cent to R5.55 
from R5.45. 

The company predicted a 
“modest Increase" in earn- 
ings in 1998 and a further 
improvement the following 
year. The biggest contribu- 
tors to Amic earnings are 
Mondi, Tongaat-Hulett, the 
sugar and aluminium com- 
pany, and the chemicals 
group AECL 

Mr Boyd praised Trevor 
Manuel, the South African 
finance minister, fra* reining 
in government spending, but 
he sharply criticised the 
“pathetic pace" of privatisa- 
tion and said he was disap- 
pointed by the government’s 
labour market legislation. 


iantations aheM Enskilda considers alliances 
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By Tim Bart ft Stockholm 

Enskilda Securities, the 
corporate, finance arm of 
Skandinaviska Enskilda 
Banken, is considering forg- 
ing international alliances to 
help defend its market share. 

Senior investment bankers 
at Enskilda are planning a 
strategic review that will 
highlight partnerships as the 
best way to meet the chal- 
lenge posed by US banks 
such as Morgan Stanley 
Dean Witter, Goldman Sachs 
and Merrill Lynch. 

The move follows the 
increasing success of over- 
seas institutions in winning 
merger and acquisition man- 
dates in the Nordic market 


US fund 
managers 
less bullish 
on Asia 

By BmfcD Terumo • .... 



Interest in Asian equities, 
which had been edging up 
since the start of the year, 
seems to be waning among 
US fund managers, accord- 
ing to a monthly survey of 
global fond managers by 
MarrfH Lynch. 

Fund Sows into Asia had 
slotaly risen since the start 
of the year as investors who 
liquidated their Asian hold? 
ings cautiously increased 
underweight positions. 

The Merrill Lynch Gallup 
Global Survey, carried out 
between. February ' 27 . and 
March 4, covered 264 l e ad i ng 
institutions . with, funds 
under management totalling 
$5J861bn. 

Merrill said US fund man- 
agers were less bullish on 
the 12-month view for equity 
markets in Asia, with the 
number of fund m ana gers 
bullish on the region out- 
numbering bearish manag- 
ers by 19 per cent, down 
from 40 per cent last month. 

Buying interest in Japan 
fell sharply among fund 
managers in the US, .UK and 
continental Europe as a 
response . to the disappoint- 
ing economic package 
announced by the Japanese 
go v e r n ment. UK fund man- 
agers 'turned net seller s^ of 
Japanese ‘shares for the first 
time since November 1997.- 

Ajmong Japanese fund 
managers,- although only 54 
per cent expect the economy 
to strengthen over the com- 
ing year, they remained buy- 
ers of domestic equities 
flhofld of the March year-end 
book dosing. 

Japanese managers, who 
had been the most bearish 
on' Asia -Pacific equities 
among global fund manag- 
ers, turned net buyers for 
the first time since last July- 

Enthusiasm for. European 
equities among -continental 
European and tIK. managers 
remained strong. 

Fund managers preferred 

to' invest in Spain and Italy 
over Germany, as expecta- 
tions persisted that interes t 
rates id southern European 

countries would converge 
with the German.hencbmark 

yields. „ 

However,, the recent rally 
in European markets 
prompted worries that Euro- 
pean shares had become too 
SKrosftre, with 34"per cent 
□^continental European 
managers pointing out ^at 
European shares were over- 
valued. up from 19 P** 00x1 

last month. 

Fund managers in Asia 
believe China will not 
devalue and Hong Kong add 

not-Veak tte S« 

US 5 abSr:*-ExpectatioM^ 
rising interest rates in Hong 
Kong have receded. 


Last year, Morgan Stanley 
overtook Enskilda to top the 
ranking of M&A advisers 
acting on completed deals in 
Sweden. According to Secu- 
rities Data, Morgan Stanley 
acted on deals worth $6.49bn, 
compared with Enskilda’s 
total of $&33bn. 

Of the deals announced 
but not necessarily com- 
pleted in 1997, Enskilda 
came fifth behind Credit 
Suisse First Boston. Morgan 
Stanley, ABN Amro Hoare 
Govett and Merrill Lynch. 

Enskilda said its strategic 
review would examine how 
alliances could bolster its 
advisory operations in the 
Nordic region and elsewhere 
in Europe and Asia. 


Bankers hinted that such 
deals could be modelled 
closely on its tie-up in North 
America with Blacks tone 
Group, the US investment 
house. 

Under the terms of the 
three-year old alliance, 
Blackstone acts as Enskil- 
da's exclusive partner on 
cross-border deals between 
the Nordic region and the 
US. Advisory fees are allo- 
cated on a 50-50 basis. 

“We are looking far some- 
thing simHar to Blackstone 
in Asia and possibly in 
France; this could develop 
into a system of alliances 
with a genuine global pres- 
ence," said one senior 
Enskilda director. 


The review, due to start 
this spring, will examine the 
project as an alternative to 
the consolidation trend in 
investment banking. 

In the Nordic region, that 
trend has seen Alfred Berg, 
one of Sweden's leading 
advisers, swallowed by ABN 
Amro of the Netherlands. 
Earlier this year Lazar ds 
acquired the corporate 
finanpp operations of Brum- 
al er & Partners, the Stock- 
holm investment hank 

Ensiriidg emphasised that 
international partnerships 
on cross-border deals would 
not prevent the bank from 
working as joint advisers 
with rivals, such as Morgan 
Stanley, on special projects. 


TWA claws its way back 

Struggling.; carrier, has some way to go writes Michael Skapinker 


G erald Gitner, chairman 
of Trans World Air- 
lines. the struggling US 
carrier, was relieved recently 
to receive a letter-from a . 
customer complaining about 
the airline’s food. 

“She wasn’t writing about 
a cancelled flight. She wasn’t 
writing about being abused. 
That's progress," he says. 

A 29-year veteran of the 
aviation industry, Mr Gitner 
became chairman of the 
twice-bankrupt airline in 
February last year, having 
served on the company’s 
board since 1993. . 

When he took over, TWA’s 
reputation for service was 
tarnished. Its financial 
plight was so severe its 
auditors said in TWA’s 1996 
accounts: “The company's 
recurring losses from 
operations and its limited 
sources of additional 
liquidity raise substantial 
doubt about the entity’s 
ability to continue as a going 
concern." 

The atrime was also still 
recovering from the trauma 
of the crash of Flight 800. 
which exploded shortly after 
take-off from New York in 
July 1996, killing all 230 
people on board. 

Did Mr Gitner feel he was 
fairing on the most difficult 
job in international aviation? 
“It was hard, if not impossi- 
ble, to get someone to take 
the job, so you can draw 
your own conclusions," he 
says. - 

Of the crash, the causes of 
which are still unknown, Mr 
Gitner will only say: “It was 
a great tragedy. It happened. 
.We’ve done the best we can 
to move ourselves forward.” 

He is happier talkihg 
about his attempts to 
Improve the airline’s finan- 
cial and service perfor- 
mance; TWA made a net loss 
of $U0Bm in 1997. a year in 
which the rest of the US air- 
line industry recorded its 
highest-ever profits. But the 
loss was less than half the 
previous year's 
In the final three months 
of last year. TWA made an 
operating profit of $500,000 - 
its second fourth Quarter 
operating profit since 1988. 
In February, the airline car- 
ried more passengers than in 
any February since 1978- 
Wffl TWA move into profit 
this year? “We expect to do 
considerably better than in 
1997," Mr Gitner says. 

In December. TWA paid off 
its renaming debt to Carl 
Icahn. the corporate raider, 
whose highly-leveraged 

buy-out of TWA in 1988 
helped drag the airline into 
its first bankruptcy. 

The $64m payment to Mr 
j c*hn means he is “no longer 
a shareholder or a creditor . 
Mr Gitner says. "He is no 
longer able to influence 
events " Faying off Mr Icahn 
is “like the Israelites leaving 
Egypt". 


Clearer skies ahead 
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Mr Gitner does not, it 
appears, mean that TWA 
now faces 40 years in the 
wilderness. It, he argues, has 
already gone some way to 
restoring the shine once 
associated with one of the 
best-known airline nam es in 
the world. 

“The customers showed us 
in 1996 that if we didn't pro- 
vide the service, they would 
go somewhere else,” he says. 

TWA responded by 
improving its punctuality. It 
was the second most punc- 
tual carrier in the US last 
year after Southwest Air- 
lines. One of the ways TWA 
improved its performance 
was by telling pilots to stop 
waiting for late incoming 
flights with connecting pas- 
sengers. 

Although those passengers 
might be annoyed to find 
their connections had 
already left, many more cus- 
tomers benefited from all 
fli gh ts trying to keep to allo- 
cated times. 

Fewer suitcases have been 
lost and passenger com- 
plaints have dropped. 

T WA has also been 
renewing its aircraft 
fleet, relying on leasing 
arrangements and what Mr 
Gitner calls “manufacturer 
supported finance". 

The aim has been to equip 
the airline with smaller, 
newer aircraft. In February, 
the last of TWA's Boeing 
747s was taken out of ser- 
vice. TWA acquired 26 
smaller aircraft last yean 12 
Boeing 757s and 14 MD-80s. 
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With smaller aircraft, 
TWA has been able to fly 
more often, with lower oper- 
ating costs and fewer empty 
seats. The company has 
upgraded its on-board offer- 
ings and introduced a new 
domestic first-class service. 

But while TWA has been 
attempting to catch up with 
its competitors, the industry 
has moved on to form new 
domestic and international 
alliances. These include: the 
Star Alliance, led by United 
Airlines of the US and 
Lufthansa of Germany; the 
recent tie-up between 
Continental and Northwest 
Airlines; and the proposed 
partnership between 
American Airlines and 
British Airways. 

TWA’s alliances have been 
more modest: a partnership 
with Royal Jordanian Air- 
line, and proposed tie-ups 
with Air Europa, a privately- 
owned Spanish carrier, and 
Ukraine International Air- 
lines. The new aviation 
agreement between the US 
and Japan has, however, 
given TWA the chance to 
join up with bigger airlines: 
last month, it announced It 
planned to code share with 
Delta Air Lines on flights to 
Japan. Code sharing allows 
airlines to sell seats on each 
other’s fli ghts 

Mr Gitner concedes that, 
in spite of the improve- 
ments, TWA still has some 
way to go. 

“We've taken TWA in 1997 
and 1996 to where we should 
have been at the end of the 
1980s ” he says. 


AMIC 


Anglo American Industrial Corporation Limited 

(Incorporated In the Republic of South Africa) (Registration number 63/05282/06) 

Extracts from tfie Chairman's Statement and Annual Results 1 997 



.GROUP OPERATIONS 
Mondi performed wei gjven ihe dfflait 
cfraimstances in the fores&y. pulp end 
paper markets, increasing heetSne 
earnings by 18 per cert to a record 
R561 TTfiton. These result Indude afu8 
year's proas from HLftH, with 20 per cent 
of Mondi Mnorco Paper’s earnings being 
equity accounted for tha first fene. The 
tonger-teim effects of the South East Asian 
crisis remain a concern and. If the currently 
lower pufc prices and adverse economic concBtions continue, 
MondbunScely to tocreese earrings in 199& 

Headfte earnings of AECI decreased from R«27 mtoon to 
R366 mHBon in 1997. Primariy responsfete for this dfeappoinling 
performance was a substantial reduction in the earnings of 
Kynoch, owing to a collapse to nilrogen prfoes and an extended 
delay rt restarting the Modderfonteto ammonia plant after its 
biennial shutdown. Rolifin, Chemserve, Dufux and SANS Fibres 
al showed an I mprovement In earnings, while AEQ Explosive s 
maintained tracing profit at its 1 996 level. Whie the 
consequences of recent tunrnoi in Asian markets and the adook 
lor n tauga n prices remain key uncertainties In ihe year ahead, 
futher gains In most businesses should enable AECI to achieve 
moderate real growth in earrings. 

The Boat Longyear group was able to Increase heatihe 
earrings by 2 per cent to R1 61 mBon, despite a sharp downturn 
ft globed exploration activity In foe second half of 1997. This 
ctaMitum occurred as a result of the Bre-X scandal and weaker 
gold and base mtaal prices. Although mineral exploration activity 
is likely to remain below 1997 levels during 1998, an improved 
market outlook in Boart Longyear'S other businesses has alowed 
the group to budget for an ftcraeae ft earnings in 1998. 

At Scaw, heaefine earnings increased margftafly to R1 17 mftoa 
The acquisition of Ihe Increased stake In Hag£e Untied and Ihe 
relatively large capital axpendBure of 1 996 and 1997 have placed 
Scaw In a borrowed portion. Although recent events In South 
East Asia are Bkeiy to negatively affect exports of rated steel, 
higher production of rod and sati s fec t ny demand tor both 
grincSng made and foundry products shaid provide a base tor 
real gowth in Scaw*s earnings ewer toe next lew years. 

As a result of Improved market conditions and operational 
performance, the headfrie earnings of Highveid Steel increased 
by 72 per cent to RT1 T miion. Vanactum demand continued to 
Increase, dftren by record work! steel production and a growing 
tend towards rrvoo-attoying. Good progress at Columbus 
Stainless was achieved dutog 1997 in the areas of throujftput 
and yields. Problems In South East Asia are likely to have an 
adverse impact during 1998 on aqxxt prices for ferro-aBojra* and 
stainless and cartxxi sted. Nonetheless, increased volumes from 
Columbus, h&i vanadium prices and a weaker Rand have led 
Highveid to budget far a real increase in earnings In 1998- 
The LTA gronj once again enjoyed a successful year and 
improved headne earnings by 21 per cert from R54 mHBon to 
R66 miffion in 1997. With work on hand at R3 bBcn, LTA is wei 
positioned lor further growth In earnings In 1998. 

Tte Tongaat-Hulett Group's contftued focus on operational 
efficiencies in each cf the dvisfons, and the successful strategy of 
Investment for expansion and long-teim growth in core 
businesses, led to a 38 per cert increase In headfine earnings to 
R450ndfon In the year ended 31 March 1997. 


Satisfactory rasufts ware achieved In the s« morths to 
30 September 1967, despBa softer markets, wilh headline 

startings in creasing by 24 per cert to R234mBon. The group 's 

forecasting real growth in earrings for ihe remainder of the year 

to 31 March 1998, but expects yowth to dow in the second halt. 
GROUP DEVELOPMENTS 

Recent announcements mads by Angto American Crapomlion 
(AAC) have referred to a restructuring of the broader gnxp. ® 
envisaged tort in due course AACs core industrial Interests 
shoiid be held In Arrfc WMst It Is posstole that certain of these 
Iransacfcns »vfB late pface to ite shevt term, ihe are 

dependent upon issues such as eocchange controls, financing, 
and fining a sutatote "fit* wflh AiritfS strategy to become more 
focused. Management Is currently in the process of assessing 
the impact rt various rttemafives on Arracfa future earrings 
per share, shareholder wealth and strategic cSredion. 

A decision has been taken to focus Amicfe efforts only on those 
sectors in which the group holds a sustettoabte competitive 
advantage. Amic wffl efivest from those companies that do nc* 
meet this criterion, both in the Amic porttoDo and at Ihe underlyfag 

company level. Based on a set rt attributes that are deemed to 
be desirable, Amlcfe porlfoSo is In the process of being dassfffsd 
into core and non-core businesses. 

THE FUTURE 

Recent tormofl In Aston economies and toe global stock markets 
has cast a pal on what had been increasingly optimistic 
expectations for global and domestic growfh ini BBS. Continued 
growth in the developed economies wSl now be party offset by 
weaker growth h Asta. Most importantly, lha long-awaited 
recovery to Japan cortd now be delayed Global commocBy 

prices have already weakened in response to these 
developments. Of particuiarconoem Is that commodity producers 
wfl fare nrt only weaker s^obal maricets tor thek goods, but also 
increased competition from Asia. Asian producers, anxious to 
offset weaker domesti c demand wttheqx>rtB,wfil to adcMon be 
benefiting from marfcetiy weaker currencies. 

South Africa cannot be immune from the impact of such averts. 
Dlsappofritingglobrtclrcurnstanreswa impact negatfveiy on . 
South Africa’s exports at a time when domestic economic growth 
is already slowing as a consequence of continued high real 
interest rates. Consequently, the eKtert of economic recovery In 
1998 unnecessary be modest, and real GDP growth Is urtiireiy 
to exceed 2 per rent Despite afi rt this, Airfic would expect fts 
1 996 earnings to show a modest Imprewemert over the 
previous year's. 

LBoyd 

Chairman 


SEGMENTAL ANALYSIS OF HEADLINE EARNINGS 
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■ TURNOVER UR BY 18% TO R27 880 MILLION 

■ HEADLINE EARNINGS INCREASED BY 17% TO R1 188 MILLION 

■ HEADLINE EARNINGS PER SHARE INCREASED BY 3% TO 1 524 CENTS 

■ TOTAL DIVIDEND INCREASED BY 2% TO 555 CENTS PER SHARE 

■ CAPITAL EXPENDITURE FOR THE YEAR R8 BILLION 


RESULTS FOR THE YEAR ENDED 31 DECEMBER 1 997 (AUDITED) 


(R million) 


INCOME STATEMENT 


1997 


BALANCE SHEET 


1996 (R million) 


1997 


1996 


Turnover 

Earnings from operations 
Associates 

Income from Investments and 
other income 
Interest paid 

Net income before taxation 
Taxation 

Net Income after taxation 
Attributable to outside shareholders 

Total net earnings 

Earnings per share - cents 
-Total net earnings 

- Headline earnings 

Dividend per share - certs 
-Interim 

- Rrtai 

Dividend cover (total dividend) -times 


27 880 


23717 


2104 

790 

227 

(659) 


1 995 
568 

172 

(558) 


Capital employed 
Shareholders’ equity 
Outside shareholders' interest 
In subsidiaries 

Total shareholders* interest 
Deferred taxation 
Outside borrowings 


9690 

5304 


8635 

4375 


14994 

816 


13 010 
715 


2462 

2177 

-Long-term 

3007 

2068 

506 

609 

-Short-term 

2076 

1432 

1956 

1588 


20893 

17225 

779 

539 






Represented by: 



1 177 

1 029 

Fixed assets 

12613 

11 221 



Investments and loans 

3431 

2576 



Inventories and accounts receivable 

8783 

7627 

1 510 

1 482 

Deposits and cash 

2612 

2129 

1524 

1476 

Other liabilities 

(6 546) 

(6328) 




20893 

17225 

170 

160 




385 

385 

Market and directors’ valuation of 



2,7 

2,7 

Investments and loans 





-listed 

3304 

3089 • 



-Unlisted 

1868 

1383 



Net asset value per share - cents 

14 409 

13 651 


(R million) 


CASH FLOW STATEMENT 


1997 


1996 


After providing for dividends and 
based on the market value of listed 
investments and the directors’ 
valuation of unfisted Investments 


Operating activities 
Cash generated by operations 
Changes in working capital 


Interest paid 
Taxation paid 

Cash generated from operations 
Dividends paid 

Net cash inflow from operating 
activities 

Investing activities 

Net investments 

Net investment ft subsidiaries 


3139 

(658) 


3155 

(27) 


2481 

(717) 

(301) 


3128 

(662) 

(360) 


1483 

(161) 


2106 

( 202 ) 


DIVIDEND ANNOUNCEMENT 


On Monday, 9 March 1998, the directors of ihe Corporation 
declared a final dividend No. 68, as follows: 


Amount 


385 cents per share 


1302 


1904 


(829) 


( 66 ) 


Last day to register for dvidend 
(and for changes of address or 

dividend instructions) 


Friday, 27 March 1998 


and joint ventures 

(148) 

(22) 

Investment Income 

285 

230 

Net fixed assets 

(1797) 

(1 848) 


(2489) 

(1706) 

Net cash flow 

(1 187) 

198 

Financing activities 



Shares issued and premium received 

28 

1 186 

Net loans raised (repaid) 

1 620 

(505) 


1 648 

681 

Cash 



Net cash movement 

461 

B79 

Net cash from subsidiaries acquired 

(19) 

19 

Net cash at the beginning of the year 

1876 

978 

Net cash at the end of the year 

2318 

1876 


Register closed from 
To (Inclusive) 


Saturday, 28 March 1908 
Saturday, 4 Aprtf 1998 


Ex-dMdend on Johannesburg and 

London Stock Exchanges Monday, 30 March 1998 


Dividend warrants posted 


Thursday, 7 May 1998 


Payment dale of dividend 


Friday, 8 May 1998 


The full conditions relating to the dividend may be inspected 
at the Head Office of the Corporation and at Ihe offices of 
its transfer secretaries. 


By radar of the board 

Anglo American Corporation of South Africa Limited 

Secretaries 


cl Fanei 

Senior Divisional Secretary 


9 March 1998 


Transfer Secretaries 

Carsob&tod Share Registrars Limited 

lO Floor. Edura 

41 FCKStreot 

Johannesburg 2001 

|PO Box 61051. MaiEftalfom) 21071 

South Africa 


Unksd Kingdom Registrar 
The Royal Bank of Scotland pic 
Securitise Services - Registrars 
PO Bax B2. Canon Moras 
Redetts Wey, Bristol 
Brafl 7NH, England 


Registered Office 
44 Main Street, 

Johannesburg 2001 

{PO Box 81587, MBrataOtow) 21 D7) 

South Africa 


London OMIce 
19 CturtarhotBe Street 
London EC1N6QP 
England 
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US ELECTRONICS GROUP MEETS WITH VOLLEY OF CRITICISM FROM MINORITY INVESTORS OVER PLANS T O S ACK INDEPENDENT EXECUTiyES 


Emerson ousts three from Astec board 



British Energy 


By Andrew Bfgedfffe-Joftnson 


Emerson Electric, the 
majority shareholder in 
Astec (BSR), succeeded yes- 
terday in ousting three inde- 
pendent executive directors 
from the board of the £400m 
($666m) company, which 
makes power convertors for 
personal computers. 

But the Missouri-based 
electronics group, which 
owns 5L1 per cent of Astec, 
faced a volley of criticism 
from minority investors for 


its proposals to sack the 
independent executives and 
withhold dividend payments. 

Emerson's stake made the 
result of yesterday's extraor- 
dinary general meeting a 
foregone conclusion, but an 
unusually high protest vote 
of 26 per cent of the shares 
was cast against the motions 
to remove existing directors. 

Angry private investors 
and some of the 18 institu- 
tional shareholders who 
have launched a rare public 
protest about Emerson's 


actions lambasted the US 
group throughout the two- 
hour meeting. 

The minority shareholders 
attacked Emerson for send- 
ing none of its own directors 
to the meeting, and for refus- 
ing to give details of its 
plans for Astec’s future 
strategy. 

Peter Marshall, Astec's 
vice-chairman, said: “Emer- 
son has not answered a sin- 
gle question." Emerson's 
“wonderful charade" had 
torn the City’s corporate 


governance codes "to 
shreds”, he said. 

In one exchange, Emer- 
son's sale representative at 
the meeting, David Lewis 
from Norton Hose. Emer- 
son’s solicitor, told one of 
the protesting investors: “I 
am just a poor lawyer. 2 am 
not qualified to comment on 
future strategy." 

The shareholder replied: 
"That is a rather pathetic 
answer. This meeting has 
become a bit of a farce." 

Wanda Renton, another 


Behemoth that was too big to survive 


Competition concerns stifled the Reed Ssevier-Wolters Kluwer 
merger before it began, say John Gapper and Gordon Cramb 


T he collapse of Reed 
Elsevier and Wolters 
Kluwer’s hopes of merg- 
ing to form a £20bn ($33. 4 bn) 
company dominating special- 
ist publishing in fields such 
as law, tax and medicine, 
came just as competition 
concerns were about to be 
aired. 

Tomorrow, the European 
Commission was due to hold 
its first bearing into what 
was shaping up to be among 
the most controversial merg- 
ers considered this year by 
the competition directorate 
under Karel Van Miert. 

However, the sight of the 
Commission's list of objec- 
tions - first delivered on 
February 20 to both sides - 
was enough to scans Wolters 
Kluwer into attempting to 
reopen negotiations with its 
merger partners. 

“Wolters thought the cake 
was going to shrink, and 
wanted a larger slice. A pros- 
pect of a smaller slice of a 
smaller cake was not partic- 
ularly appetising to Reed 
and Elsevier,” says a person 
close to the three publishing 
groups. 

It emerged late last month 


that the commission had 
broad concerns about the 
deal to create two operating 
companies in the UK and the 
Netherlands owned by the 
three companies, Wolters, 
Reed International and 
Elsevier. 

This was partly because of 
the deal's sheer complexity. 
The mass of publishing com- 
panies and titles to be amal- 
gamated across Europe and 
the US made commission 
officials work bard even to 
devise the right approach for 
scrutiny. 

But another challenge was 
the scale of objections both 
from competitors, and aca- 
demics and specialists who 
read the companies' publica- 
tions and consult their 
online databases, such as 
Reed's Lexis-Nexis. 

First to submit a com- 
plaint to Brussels was the 
NFB. the Dutch federation of 
tax advisers. Its 2,000 mem- 
bers spend some FI 50m 
($25m) a year on such prod- 
ucts, estimates Bert Donia, 
director. 

In two written submis- 
sions, the federation urged 
the European Commission to 


block the alliance on 
grounds that Elsevier and 
Wolters Kluwer would have 
a virtual monopoly on prod- 
ucts essential to its mem- 
bers. 

Wolters Kluwer already 
held as much as 90 per cent 
of the market "But we bad 
the impression Elsevier 
wanted to take a more 
aggressive attitude on pric- 
ing." says Mr Donia. 

The result was that the 
commission listed a formida- 
ble set af abjections and pos- 
sible divestments, diluting 
the benefits of a merger. 
Reed Elsevier wanted to per- 
severe anyway, but could 
not persuade Wolters KJu- 
wer to follow. 

“It was very clear that reg- 
ulatory concerns might 
require us to dispose of high 
margin businesses that were 
core to our operations, and 
so affect any cost syn- 
ergies,” says Nigel Stapleton, 
co-chairman of Reed Elsev- 
ier. 

Mr Stapleton insists that 
the merger was an "icing on 
the cake opportunity” and 
both Wolters and Reed 
Elsevier can now pursue 


independent strategies. Yet 
the event raises doubts over 
how easy this will be for 
either side. 

“This is not the end of tbe 
world, but it is a lost chance, 
and it will be harder for 
either side to generate such 
strong earnings growth in 
the next century," says 
Louise Barton, a media ana- 
lyst at Henderson Cros- 
thwaite in London. 

Ms Barton suggests that 
the break-down of the deal 
could lead to some swapping 
of portfolios between the two 
sides as another path to con- 
solidation. Wolters couid 
swap weaker science titles 
for Reed Elsevier medical 
titles. 

Other analysts suggest 
Reed Elsevier in particular 
will be forced to seek 
another big deal, such as 
merging with Reuters, the 

financial information group, 
or Pearson, the media group 
which owns the Financial 
Times. 

Mr Stapleton denies such 
ideas are under scrutiny, or 
necessary: “This does not 
leave either of us with a 
need to shop around for 
another merger partner as 
the only way to deliver value 
to shareholders." 


long-standing private share- 
holder. complained:. ,r We are 
just being steam-rollered." 

Brian Christopher. Astec's 
chairman and one of four 
independent non-executive 
directors, said the removal 
of Michael Arrowsmith. 
Michael Smith and Neal 
Stewart was not in the Inter- 
ests of all shareholders. 

"In losing Mr Arrowsmith. 
the board loses a first-class 
finance director." be said: 
"In losing Mr Smith, it loses 
a highly experienced chief of 


manufacturing operations, 
and in losing Mr Stewart, it 
loses the rare vision of a 
leading technologist.” 

The board was discussing 
possible compensation pack- 
ages with the ousted execu- 
tives. he added. The remain- 
ing independent 

non-executives, including 
Peter Marshall. Rod Olsen 
and Robin Gourlay. "will 
continue as far as they are 
able, to fulfil the duties that 
they owe to all sharehold- 
ers." 


IMI to tackle 


rise in sterling 


By Andrew EdgecflffB-Johnson 

IMI. tbe engineering group, 
said yesterday that it had 
stepped up its rationalisa- 
tion programme to help off- 
set the effects of tbe strong 
pound. 

Sterlings strength took 
£20m (832.8m) from pre-tax 
profits which fell from 
£161. lm to £148.9m last year. 
The currency effect offset an 
£ 18.9m benefit to profits 
from £2 19m of acquisitions 
which were made in 1997. 

Gary Allen, chief execu- 
tive, said rationalisation 
spending jumped from £2m 
to £7m in the year, and 
would remain at £7m in 1998. 

He predicted, however, 
that currencies would affect 
profits by just £3m this year, 
as managers have been told 
to budget for an exchange 
rate of DM3 to the pound. 

JM1 shared the general 
uncertainty about the conse- 
quences of economic turmoil 
in some south-east Asian 
markets, said Nick Paul, 
deputy chief executive. 

“We believe this is going 
to take several years to work 
out and we need to retrench 



Eric Fountain, chairman 


in some areas." he said, but 
stressed that just 5 per cent 
of sales were to the region. 

Mr Paul said IMI was not 
planning to resume its 
search far acquisitions until 
the second half of this year. 

EMI said its exposure to 
continental Europe left it 
well placed to benefit from 
recovering building materi- 
als demand there, and pre- 
dicted "sustained US 
demand". 


‘SS**-'**" 
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British Energy has been 
□uted. Actually, it was the 
■outage" of seven reactors 
(closed down for mainte- 
nance work) which sent a 
frisson through the market 
yesterday: the nuclear power 
generator managed the pro- 
cess with barely a blip m out- 
put. Moreover, as well as 
becoming more effective at 
managing its output. British 
Energy has accelerated its 
cost-cutting programme. 

National Power shareholders 
ire still smarting from their 
company's rude awakening 
to competition last week. But 

British Energy has lived with a fine fist so £ar. The 

it since privatisation and has mad * fixed -cost base, 
jynamics of its business, wit “ “* r electricity prices 
means It needs only tiny shifts far both have swung 

or profits to swing outperforms 

British Energy s way. hence 1 National Power 
;ince privatisation. With as their customers 

being downward pressure BrtStoSwy * for ride 

jecome more demanding, is Bnnsn nue bj ^ 

:oo? Probably no!. Fora start. BntebEDergy-aMnm«aa™ 



Astec/Emerson _ 

Emerson Electric Is playing bardbalI wi* Aytec= mmonty 
shareholders. The US electronics gian ts 
1 share for the 49 per cent of Astec it do«not awnumno. 
But why should Emerson be generous with its 
rands? V this were all. Astec’s furious 
could be dismissed as whingers. But some 0 Actec’s 
jther behaviour - for example, threatening to ® 

dividends - looks like an attempt to strong-arm 
into accepting the offer. Whether it also amounts to unfafrly 
prejudicing their interests is rightly to be a matter ' for the 
rourts. Hats off to investors like Electra Fleming for being 
prepared to put their heads above the parapet to test this 
wt- But quite apart from what the courts decide, this saga 
Highlights a loophole in the takeover rules. Emerson is able 
:o take such high-handed action because it bought more 
han half the shares without first being required to make a 
ild. Such ability to gain creeping control should be banned. 


British Energy 
raises forecast 


Candover 


as costs fall 




Building Products 



Special ftqiiwf ring 


"1997 was a year of both financial and strategic 
achievement. We made good progress both in 
underlying businesses and through acquisition. Sales 
increased by 12 per cent, operating profit by 9 per cent 
and profit before tax and exceptional items by 7 per 
cent. This growth was particularly pleasing given the 
strength of sterling." 

Gary Allen. Chief Executive 


FULL YEAR TO 31 DECEMBER 

J997 

1996 

Sales 

£ J ,434m 

£J,3)6m 

Profit before tax and 
exceptional items 

£ 146.5m 

£1 37.5m 

Exceptional items 

£2.4 m 

£23.6m 

Profit before tax 

£ 148.9m 

£161. lm 

Adjusted earnings per share 

30.7p 

25.7p 

Earnings per share 

3L2p 

3i.Sp 

Dividend per share 

I4.0p 

I3.0p 

Dividend cover before 

exceptional items 

2J2 

20 

Gearing 

58.2% 

11.5% 

Interest cover before 

exceptional items 

26 

31 


"We are in a strong position to benefit from the emerging 
economic upturn in Europe and sustained US demand." 

Sir Erie Fountain. Chairman 

(MI pk. PO Box 2io, Birmingham B6 78 A. Telephone: 0)2} 356 4348 




plans push 
in Europe 

By Andrew Edgec&ffe>lolinson 

Candover Investments 
cautioned yesterday that a 
planned push into continen- 
tal Europe would increase 
its costs “significantly” from 
1999, as it announced a 35 
per cent profits rise for last 
year and a 46 per cent leap 
in its final dividend. 

The Investment trust 
raised £850m <$1.42bn) for a 
new fund last year. It said 
yesterday that this would 
Increase its revenues sub- 
stantially in 1998. 

Stephen Curran, chief 
executive, said: "It takes 
time to hire the appropriate 
people and our cost base will 
gradually increase over time. 
People should not think that 
the [revenue I increase in 
1998 will be repeated in 1999. 

"The continental market is 
beginning to take off. and we 
will be increasing our expo- 
sure there.” he said. "That 
explains much of the 
increase in costs.” 

Pre-tax profits rose from 
£5.-i m in 1996, when they 
were held back by £2m of 
exceptional legal costs, to 
£7.3m and net assets grew 12 
per cent to £160m. 


By Andrew Tayfor 


British Energy announced 
its annual pre-tax profits 
would be higher than expec- 
ted yesterday as it sought to 
distance itself from the prof- 
its warning issued by rival 
generator National Power 
last week. 

Shares in British Energy, 
the nuclear power generator, 
jumped by 5 per cent to 43lp, 
recapturing much of the 
ground it lost last week fol- 
lowing the fossil fuel genera- 
tor's warning. 

British Energy said its pre- 
tax profits for the year to 
March 31 should be at least 
£160m ({267.2ml compared 
with current brokers’ fore- 
casts of £ 120m -£ 125 m. Pre- 
tax profits were £6im in 
1996-97. 

National Power last week 
warned that lower electricity 
prices following the end of 
costly long-term coal con- 
tracts, warmer-than-usual 
weather and the increased 
cost of overseas investment 
would depress profits over 
the next two years. 

British Energy stressed 
that it had no coal-backed 
contracts. It said lower costs 
and increased efficiency, 
reflected in less “downtime" 
during maintenance and 
inspection, had helped to lift 
margins and profits. 

Electricity pool prices in 


England also had been 
higher than expected rising 
by 3 per cent in real terms 
during 1997-88. said British 
Energy. 

The full benefit of this 
increase however would not 
be felt by the group as it had 
a large number of price 
hedging contracts to reduce 
its potential exposure to 
electricity price falls. 

British Energy's shares at 
one point last week had 
fallen 37 p to 412p following 
National Power's warning. 
National Power told share- 
holders that new sales con- 
tracts with regional electric- 
ity companies would reduce 
revenues by about £230m in 
1998-99. It would, however, 
recoup about £100m by buy- 
ing coal at lower prices. 

Analysts have cut profit 
forecasts of more than £800m 
for National Power in 199&39 
to about £590m. 

National Power’s shares 
yesterday shed a further 7p 
to 577‘ ip. Shares in Power- 
Gen. the other large fossil 
fuel generator which were 
ahxi hit by National Power’s 
warning, recovered a further 
M P yesterday to 820p. Some 
<5 per cent of National Pow- 
er's output, about GOTWh 
this year, is sold through 
coal-backed contracts. About 
■ w P er ce °t of PowerGen's 
output of about SSTWh 
comes from such contracts. 
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Halifax’ £780m bid for Midshires trumps RBS 


By Christopher Brown-Hones ■ 

Halifax, the UK's biggest 
mortgage lender, last night 
moved to gain the upper 
hand in the battle for Bir- 
mingham Midshires building 
society when it tabled a for- 
mal bid for the mutual 
worth £730m ($L3bn). 

The offer trumps the 
£605m-£630m deal that Mid- 
shires agreed with Royal 
Baras . of Scotland last 
August 

RBS did not withdraw its 


offer, but reiterated it would 
not improve its terms. 

Jon Foulds, Halifax chair- 
man, said its terms were a 
"substantially better deal" 
for Midshires' members. It 
could unleash ‘ windfalls 
worth an average of more 
than £700 for Midshires’ 
l.lm savers and 138,000 
borrowers. 

The distribution scheme 
would mirror that of RBS - 
cash pay-outs to savers of 
□uxre than two years* stand- 
ing, and preference shares 


for borrowers and savers of 
less than two years. 

Halifax said it would 
retain the Midshires brand 
for at least three years and 
would seek to avoid compul- 
sory redundancies among 
the society’s 2,000 staff. 

There would be synergies 
and savings at head office, 
but other functions could be 
placed at Midshires' Wolver- 
hampton headquarters. 

Gren Folwell, Halifax dep- 
uty chief executive, said: 
“We are not looking to go on 


a strip and bum policy. We 
are looking to retain custom- 
ers and cash balances.” 

He added: “We estimate 
the deal will be earnings 
enhancing within two to 
three years." 

Midshires said it still could 
not talk to Halifax about its 
offer because of the “exclu- 
sive” nature of its accord 
with RBS. That could mean 
there has to be a member 
vote on the KBS and Halifax 
offers before detailed discus- 
sions can begin. 


WH Smith buys Menzies outlets 


By Robert Wright 

WH Smith, the news and 
books retailer, yesterday 
announced that it was to 
buy the retail newsagents of 
John Menzies, the news dis- 
tributor, for £68m ($113. 6m). 

. The price includes £58m 
for the main chain and £lOm 
for freehold properties which 
WH Smith intends to sell 
and lease back. A price of 
£65m was being discussed on 
Sunday. 

The approximately 140 
John Menzies retail outlets 


RESULTS 


In England and Wales win 
be renamed WH Smith. 

The 90 or so John Menzies 
stores in Scotland will con- 
tinue to trade under the 
present name, on a licence 
granted indefinitely to 
WH Smith. WH Smith has 
no stores in Scotland. 

Menzies newsagents made 
operating profits of £2Am on 
turnover of figRgm in the 
year to May 3 1997. 

Smith hopes to move Men- 
zies' operating margins 
towards the 5-6 per cent it 
achieves in its core retail 


chain. Richard Handover, 
WH Smith chief executive, 
said his company intended, 
to develop the business's 
sales, improving the margins 
and reducing costs. There 
were few overlaps in store 
locations, but there would be 
some redundancies. 

The £68m will be paid in 
cash. Smith said it still 
intended to hand cash back 
to its shareholders after the 
sales of Waterstone’s and 
The Wall. Menzies said the 
cash would be used to 
reduce debt, invest in distri- 


bution and for distribution 
acquisitions Id the fixture. 

Also yesterday, Richard 
Branson's privately-owned 
Virgin group said it was 
interested in reopening nego- 
tiations with WH Smith, its 
joint venture partner in the 
Virgin/Our Price record 
chain, to buy Smith’s 75 per 
cent stake. Negotiations 
will restart once the 
Waterstone's sale is com- 
plete. 

WH Smith shares rose 
IffAp to 503'/*p. John Menzies 
shares rose 1% to 441‘Ap. 
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Midshires said that 
although it had to put the 
KBS offer to its members - 
unless RBS withdrew - it 
did not have to recommend 
it It said it could not ignore 
the Halifax bid in documents 
it sends members about the 
RBS offer next mouth. 

Halifax's intervention fol- 
lows the big jump in bank 
shares since last August At 
£630m, RBS would acquire 
Midshires at just over 22 
times last year’s net earn- 
ings of £50m, whereas Hall- 

Laporte 
sets tough 
three-year 
targets 

By Roger Taylor 


fax has increased the multi- 
ple to nearer 16 times. 

Analysts said they did not 
expect any other party to 
join the bidding. "Halifax 
has very deep pockets," said 
one. referring to the group's 
£4bn capital surplus. 

Halifax's move reawak- 
ened talk of restructuring in 
the finan cial services sector. 

Shares in Woolwich and Alli- 
ance & Leicester, both con- 
sidered possible bid targets, 
rose nearly 3 per cent The 
intervention would alarm 


remaining mutuals if it 
prompted an upturn In spec- 
ulative activity just when it 
seemed to be waning. 

Midshires has £8bn of 
assets and 115 branches. 

Halifax's shares slipped 
12p to 925p. after going ex- 
dividend yesterday. 

The bank aims to complete 
the deal soon after Septem- 
ber. the scheduled comple- 
tion date for the RBS deal. 
Mxdshires is considering the 

Halifax offer and will 
respond in due course. 


Laporte. the chemicals 
group, yesterday set Itself 
demanding performance tar- 
gets over the next three 
years and gave a positive 
outlook for growth in the 
medium term. 

Jim Leng, chief executive, 
said the largest divisions 
should be able to double 
sales over the next five 
years. Overall, the company 
expected turnover to rise 6 
per cent a year, which could 
produce earning s growth of 
more than 10 per cent. 

He added that the com- 
pany bad hit targets of 15 
per cent return on sales and 
25 per cent return on capital 
employed a year ahead of 
schedule, and that these tar- 
gets were therefore being 
raised to 17.5 per cent and 
27.5 per cent. 

The shares closed up 17!/ip 
at 741p. 

Mr Lens’s optimistic com- 
ments came as the company 
reported results for 1997 
battered by the strength of 
sterling, which knocked 
about £i4m off profits for the 
year. 

Profits before tax and 
exceptional were up just 4 
per cent at £132m ($220m) 
compared with £127m, and 
earnings per share rose 6 per 
cent to 49.5p (46.9p). 

Turnover fell 22 per cent 
to £830m f£Llbn) following 
the completion of the 



Jim Leng (left) with Michael Kayser, finance tfiractor Jason Orton 


restructuring programme 
which has seen the Laporte 
dispose of one-fifth of profits, 
one-third of sales, 40 per cent 
of employees and almost half 
its sites. However, sales vol- 
ume from continuing busi- 
nesses rose 6 per cent. 

Exceptional costs from dis- 
posals cut pre-tax profits to 
£76. 4m (£78.7m). 

The company said cur- 
rency and loss of business as 
a result of the restructuring 
would take some £10m off 
1998 profits but, from 1999 
onwards, the company could 


expect to start hitting its frill 

potential. 

The disposals left net cash 
at £130m~ Mr Leng said the 
company had plenty of plans 
to spend on acquisitions but 
would not be rushed Into 
anything. 

The total dividend is 
increased 6 per cent to 25.75p 
(24J25p) with a proposed final 
of 16.75P. 

Analysts are forecasting 
pre-tax profits of £140m- 
£l45m for next year, putting 
the shares on a forward mul- 
tiple of about 14. 


Lloyds 
TSB in 
disposal 
talks 

By Susanna Vdyis 



Bradford & Bingley. the 
second-biggest UK building 
society, Is in talks with the 
Lloyds TSB banking group 
about the possible purchase 
of its Black Horse estate 
agency business. 

If the institutions reach a 
deal, thought to be worth 
about £70m (1117m), it would 
add 370 outlets to Bradford & 
Bingley's 230 branches and 
400 agencies, giving it a bet- 
ter geographical spread in 
the UK. 

The building society is 
committed to remaining 
mutually owned and had 
been looking for opportuni- 
ties to grow without threat- 
ening that status. The Black 
Horse Agency Group, which 
has net assets of about £35m, 
made an operating profit of 
£7m last year on income up 7 
per cent at Ellfim. 

Lloyds TSB, in common 
with other banks and insur- 
ance companies. was 
tempted into estate agency 
during the housing market 
boom of the late 1980s. The 
market collapse led to losses 
and disposals, with Pruden- 
tial, Abbey National and 
Nationwide selling out at a 
loss between 1991 and 1994. 

Bradford & Bingley dis- 
missed suggestions it could 
be entering the same trap by 
buying the business while 
house prices were high. It 
stressed that the business 
was profitable. 

“We believe the housing 
market may have peaked 
this time around, but the 
underlying position is much 
I more stable than 10 years 
ago,** it said. “We are confi- 
dent that the hugely silly 
housing market has taught 
everybody some lessons and 
we won't get to that stage 

a gain " 

It is believed that two 
other groups were in the 
running for the deal before 
the t alks went exclusive - 
Hambro Countrywide and a 
management buy-out team. 
B&B said the management 
team, would continue to run 
the business and it did not 
foresee any job losses. 


This announcement appears as a matter of record only. 
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“An excellent 
yea r. . 

Summary results for the year to 31 December 1997 

1997 1996 Inoec 

Turnover- £303^*11 £245.201 24% (43 

Operating profit £ 37 *™ . £26.9111 38% (64 

Profit before tax £38-601 £27.501 40% (66 

Profit after tax - - £24.7111 £l 7-im 44% (jo 

Earnings per share 38- 6 P 27.4P 4*% (& 

final dividend 5*2p 4-op 3®% 

Highlights 

Group turnov er growth virtually all organic 

Operati ng margin up from 11-0% to aa.3% _ 

' Subst antial turnover and profit growth in The Metheriands 

Strong enwift in the UK; tumorer up 34%, operating profit up 49% 

Gwwian y returns to profit on turnover up 20% (45%*) 

Staff numbers up 4 *% t» 4945 


1996 

Increase 

£24$.2m 

24 % ( 43 %*) 

£26.9111 

38 % (64%*) 

£27.501 

40% ( 66 %*) 

£17 jm 

44% (70%*) 

27.4P 

41% ( 66 %*) 

4 -Op 

30 % 


•ts ewfflBV aeiange nets 


Turnover 


Profit before tax 
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On the outlook fori^ CM ^ ^ forese eable future. We also 

tiie ^ SSw in the IT Industry to continue over the n«t- few years. 

another year oF good growth m 199& • 

cvimnMin rr services group. Established in 1964, CMG now 

CMG pic & a n Ses from itsbases in the UK, The Netherlands. 
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NOTICE TO THE BOWERS OF 

CBECSPOmsmEMStWC. 

A registered, freely tnns- 
foreble CUSIP number is avail- 
abte ttowigh The Deposiiory Traa 
Compuiy to al benefidal boUtn 
of cqnvotible sutndmued SMBi- 
tks of OffiCKPODfT SYSTEMS. 
fNCisuedpaiianlta Rule I44A 
of toe Sccoritia Act of 1933, 
amended. This ootico applies only 
10 holders of beaeliem] muetii of 
Rale I44A securities. Holders of 
beneficial interests of any other 
type oTsecaaities are not eHgftde 10 
paninpalCt Contact your broker, 
dealer or other nom inee for more 
infoonaikaL 

BfrCflEnytiMT SYSTEMS, BE. 


U.S. $250,000,000 


February, 1998 


The Royal Bank of 
7MC Scotland Group pic 


7.40% Non-Cumulative Preference 
Shares, Series G 


Salomon Smith Barney 

Goldman, Sachs & Co. 


Lehman Brothers 


Merrill Lynch & Co. 

Paine Webber Incorporated 

Prudential Securities Incorporated 
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Liffe grasps the nettle 
of electronic trading 

Stiff opposition seen as likely to London futures market U-tum 

O fficials at the London Band future trading outcry and electronic trat 

International Finan- PscoDaec stontri motet ing at the same time, 

cial Futures and No exchange has tried 


TUESO.YMAKCH^ 

INTERNATIONAL CAPITAL MARKETS 

tie Prices rise on interest rate hopes 

— Tied, in spi&ot 

P governmbvt bonds UK gilts to bo traded in decimals from Novem e 


hopes 


GOVERNMBrr BONOS 


By Vincent Boland (n London 
and John Labate in New York 


O fficials at the London 
International Finan- 
cial Futures and 
Options Exchange are pin- 
ning high hopes on a move 
to electronic trading, which 
was proposed by the board of 
directors yesterday. 

However, the recommen- 
dations, which signal a 
U-turn from LiiTe's seem- 
ingly unconditional commit- 
ment to open outcry trading, 
are likely to meet stiff oppo- 
sition when they are submit- 
ted to a vote by Liffe's 180 
members at an extraordi- 
nary meeting cm May 12. 

According to Daniel Hod- 
son, chief executive, the 
changes would be a win-win 
situation: the exchange 
would "have the capacity to 
trade all its products on an 
electronic platform accessi- 
ble from any PC in the 
world”, without pressuring 
traders whose livelihoods 
depended on floor trading: 

“I don’t think there wQl be 
a decline in the number of 
locals," Mr Hodson said. 
“Locals, especially those 
who trade short-term inter- 
est rate contracts, will con- 
tinue to make a very good 
living on the floor.” Locals 
are self-employed traders 
who speculate with their 
own money. 

Others, however, are less 
optimistic. Brokers and 
members yesterday argued 
that the move was unsatis- 
factory in two respects. 

First, it would amount to 
less than a decisive U-turn. 
The exchange would have to 
wait 18 months under yester- 
day's proposal before it 
moved to day-time electronic 
trading. Judging by the 
speed of the competitive 
changes since Eurex - the 
exchange resulting from the 
merger of the Deutsche Ter- 
rain bOrse and Soffex of Swit- 
zerland - was formed last 
year, this is a long wait 
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“It took the DTB just six 
months to win dominance in 
the bund future.'’ said one 
broker yesterday. “In that 
context 18 months is an 
age." 

Second, it is not at all 
clear that the blueprint will 
be supported by members 
when they . vote in May. 
Many members — especially 
those representing locals - 
are strongly computted to 
open outcry. The proposals 
would almost certainly lead 
to a significant loss of jobs 
on the floor if they went 
ahead. 

“This would signal the 
eventual death of open out- 
cry and no amount of gloss- 
ing over will dis guise 'that 
fact.” said one member in 
London yesterday. “Liffe has 
to do a lot of persuading If it 
wants these measures to go 
through." 

Others expressed concern 
at. the implied changes to 
Liffe’s mutual membership 
system. “There are a lot of 
vested interests in maintain- 
ing Liffe’s current struc- 
ture,” said one broker. “If 
Liffe is going to demutualise 
it will face a battle” 

Worries were also voiced 
about whether it was credi- 
ble for l iffe to remain com- 
mitted to maintaining Open 
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outcry and electronic trad- 
ing at the same time. 

No exchange has tried a 
hybrid system before, 
although Matif, the French 
derivatives exchange, is cur- 
rently introducing a similar 
arrangement. 

The French move, how- 
ever, has prompted strikes 
from locals and employees of 
the largest trading houses, 
who fear that electronic 
trading will ultimately 
destroy their jobs. 

Another proposal that 
could prove controversial is 
the board's recommendation 
that fees be cut further. 
Fees, which are levied by the 
exchange on every trade and 
account for most of its reve- 
nues, have already been cut 
several times In the past 1 
year as Liffe has fought Tor 
market share against Deut- 
sche Terrain bOrse, its Ger- 
man rival 

The proposed cuts, to be | 
funded by a reduction in 
expenditures of between j 
£30m and £40m, could result 
in staff lay-offs. I 

“We are looking at many 
ways to achieve efficiencies, 
but this may mean staff 
reductions," said Mr Hodson. 
“We will look at ways to 
minimise redundancies.” 

Although the planned 
computerisation would bring 
Liffe’s trading philosophy 
closer to that of Eurex; Mr 
Hodson ruled out closer 
links with its continental 
European counterparts. 

“The mar ket has benefi- 
ted from competition.” he 
said. However, he did not 
rule out co-operation with 
other exchanges. “Some 
exchanges will be interested 
in an electronic platform 
that provides an alternative 
to the Eurex-Matif access.” 


Government bonds contin- 
ued to rise yesterday as 
investors became more bull- 
ish about inflation and inter- 
est rate prospects, and the 
US market continued to take 
heart from the long bond 
yield’s drop below 6 per cent, 
which many took as a signal 
to buy. 

European markets closed 
roughly half a point higher, 
although trading was rela- 
tively quiet, with little in the 
way of economic or other 
data to guide investors. 

Italy, ever-sensitive to its 
chances of joining the first 
wave of European monetary 
union, lagged behind slightly 
in spite of a good reception 
for its latest post-Emu plans. 

Ed Buckley at Tullet & 
Tokyo said markets were 
still trading off the positive 
comments on European 
interest rates made last 
week by Klaus-Dieter 
Kflbacher, a Bundesbank 
council member, who said 


UK gifts wilt be traded in 
decimals from November 1, 
rather than in 32nds as is the 
current practice, The Bank of 
England will also change the 
calculation of accrued interest, 
writes Vincent Boland. 


Trading in decimals is 
common in all the main 
European government band 
markets, which was the main 
reason tor bringing gilts into 
fine, although US Treasuries 


The Bar* said that the 
changes would "align 
conventions across key 
European martlets and were 
favoured by a large majority or 
respondents during market 


III rc, aiutwuyii w iiM40U**e4 • - > ■ 

continue to be traded In 32nds consultations last year 


Germany's economic envi- 
ronment suggested rates 
were more likely to fall than 
rise. “Those comments are 
still supporting the bullish 
tone,” Mr Buckley said. 

US TREASURIES under- 
pinned Europe's gains as the 
market continued to react 
positively to Friday’s payroll 
figures. The higher than 
expected number would usu- 
ally have left investors cau- 
tious; their positive response 
should be seen In the con- 
text of the long bond yield 
then being above 6 per cent, 
analysts said. 

“Investors were starting to 
see value in Treasuries at a 
yield of 6 per cent. That in 
turn has helped European 
markets. " said Phyllis Reed 
at Barclays Capital. 


Treasury prices moved 
higher in morning trading. 
By mid-day the 30-year Trea- 
sury bond had gained * to 
with the yield falling 
to 5.9T7 per cent. The two- 
year note rose ^ to 99 
yielding 5.567 per cent, and 
the 10 - year note rose -»• to 
98^.. yielding 5.678 per cent. 

“Looking forward, inves- 
tors don't see anything stop- 
ping the rally." said Claude 
Persico. economist at Dresd- 
ner Klein wort Benson. 

The main economic 
reports this week will be 
retail sales on Wednesday 
and the producer price Index 
on Friday. 

“PPI should be negative, 
and should keep enforcing 
the dead -in fiati on theory,” 
said Mr Persico. 


UK GUTS were boosted by 

data showing industrial pro- 
duction fell in January: most 
analysts had expected a 
modest rise. Manufacturing 
output also fell. 

Both were taken as evi- 
dence of a continued slow- 
down ia UK industry and as 
an argument that interest 
rates may have peaked. 

The Jiuie gilt future set- 
tled up at 1075J. after 
touching a high of W*/*- 
although trading on Liffe 
was modest at 64,000 con- 
tracts. The 10 -year gilt/bund 
spread closed at 1 13 basis 
points, reflecting continued 
modest gilt outperfonnance. 

Nevertheless, analysts 
continued to caution that it 
could be another few months 
before tbe picture is clari- 


fied in spite. of tfae p^fcve 
Outlook for interest rates. 

GERMAN BUNDS 
dSed higher, underphmed 
byMr Kflbacber’s comments 

fixture settle* to- 
don at 107.14, up 0.44. after 
touching 107.19 .-to; late 
Sw trading. Volumes 

JSemodest, however, wto 
252,000 contracts traded on 

^ITALIAN BTPs shrugged 
off ea rly morning doubte 
about Italy’s chance? ofjrin- 
iog Emu to rebound oa 
£fck of the US and Ger- 
many. The June future set- 
tled 037 higher at 118.64 m 

tive comments from Brus- 
selS where Carlo Azegllo 
Snp ». finance minister, 
was presenting Italy^s bud- 
get and debt plans to a meet- 
ing of EU finance muusters. 

SPANISH BONOS firmed, 
with the March contract set- 
tling 0-47 higher at 1(W.09 
ahead Of fresh inflation data 
this week that should give 
the Bank of. Spain further 
comfort to lower its key 
interest rate. 


Ukraine 
the euro 


taps 

sector 


New international bond issues 


INTERNATlONM-BOMpS 

By Edward Ince 


Samer Iskandar 
and Edward Luce 


Ukraine yesterday made its 
second foray into the inter- 
national bond markets this 
year with its first euro- 
denominated offering. 

The E5Q0m two-year deal 
follows its DM750m three- 
year issue last month. The 
proceeds of both will be used 
to help redeem higher-yield- 
ing domestic Treasury debt. 

Yesterday's offering gives 
a coupon of 14.75 per cent 
lower than the 16 per cent 
on the D-Mark issue, which 
was the largest offered on a 


bond in recent memory. 
However, yesterday's issue 
offered a yield of 15.06 per 
cent at its re-offer price. 

An official at SBC War- 
burg Dillon Read, sole lead 
manager, said UK investors 
provided much of the 
de man d 

“Obviously the most 
important component is 
continent-wide retail 
demand, but we also saw 
strong UK institutional buy- 
ing,” he said. “Investors are. 
of course, aware of the cur- 
rency risks but also see the 
rewards as excellent” 

The offering was partly 
helped by tbe success of the 
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D-Mark deal, which is now 
trading at about 105 per cent 
of its face value. 

An official at Morgan Stan- 
ley, sole lead manager of 
Mexico’s $lbn offering last 
week, said there was a 
detectable groundswel] of 


demand for emerging market 
paper. 

“It is much more volatile 
and nervous than it was last 
September, but it is return- 
ing,” said the official. The 
Mexico global was distrib- 
uted to 159 accounts. 


Emerging market borrow- 
ers in the pipeline include 
Argentina, which is plan- 
ning a lO-year dollar issue, 
and South Korea, which is 
expected in April after con- 
cluding a deal to restructure 
its short-term bank debt 
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CURRENCIES & MONEY 


recovery helps the D-Mark 


MONEY 


MAF^ 

By Shunt Kuper 

•The D-Mark rallied 
y ester day, as more strong 
German economic data per- 
suaded investors that the 
currency's decline of late 
last week was overdone. 

German industrial output 
rose 2J. per cent year-on-year 
ih January, having stag* 
nated' for two mouths. Jona- 
than Coughtrey, currency 
economist at S&Fs MMS in 
Londo n, said that ip. part, 
activity had simply been 
moved forward to avoid a 
rise in value added tax due 
in April. However, other 
economists said that after 
Jast week’s strong orders fig- 
ures and the decline in 
■ unemployment, yesterday’s 
new data were another sign 
that the German recovery 
. was on track again. 

By contrast, UK manufac- 
turing output for January 
emerged stagnant, as did UK 
-February producer prices. 


POUND SPOT FORWARD AGAINST THE POUND 


Both figures reduced pros- 
pects that base rates would 
have to rise again. Short 
sterling futures contracts 
rallied to reflect this, with 
the December 1998 contract 
gaining 9 basis points to 
price in base rates of below 7 
per cent. The -short sterling 
contracts had already risen 
sharply last week after the. 
Bank of England’s monetary 
policy committee left base 
rates unchanged at 7.25 per 
cent 

Bob Hayward, interna- 
tional economist at Bank of 
America in London, said 
that many investors who 
last week had become over- 
weight the dollar took their 
profits on the currency when 
it Called to make headway 
above DMTL83S, and adverse 
economic data appeared. 

■ Pound in New York 
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The D-Mark rose half a 
pfennig against the dollar 
and one pfennig against the 
pound to close in London at 
DM1.827 and DM2£90 respec- 
tively. 

■ The Canadian dollar, 
which last month fell to its 
lowest level since it was cre- 
ated in 1S3B, yesterday ral- 
lied to its highest rate in 
four months against the US 
dollar. Asian investors and 
US hedge funds helped the 
currency break the key 
CS 1.4 150 level, encouraged 
partly by the prospect of 
Quebec giving up attempts 
to secede from Canada 
According to an opinion 
poll this weekend. If a refer- 
endum on Quebec's sover- 
eignty were held now the 
"No" side would win by a 
margin of 13 percentage 
points. Quebec almost 
seceded from Canada in 1995. 
It is now led by the seces- 
sionist Lucien Bouchard, 
and the issue still worries 
many foreign investors. 


Thretnadhc Qntysar berk of 
tfl VA %PA Eng. Mb 


Agate* fto doflsrtfp '000 per 3) 



Jar 1990 


The Canadian dollar rose 
0.7 cents to CS1.414. 

■ The South African 
Reserve Bank effectively 
lowered key interest rates 1 
percentage point this week- 
end while introducing a new 
securities repurchase sys- 
tem. The rate far the new 
repo system was set at 15 per 
cent, below the former Bank 
rate of 16 per cent 


The cut had long been 
anticipated, and the rand 
ended the day slightly stron- 
ger at R4i»77 to the dollar. 
Late, on Friday it had fiallen 
to R4.9820 after Standard & 
Poor, the rating agency, 
downgraded the country’s 
long-term credit rating out- 
look hum positive to stable. 
Some In the market had 
been expecting an upgrade. 

m The Indonesian rupiah is 
being buffeted bade and 
forth. Hurting the currency 
are Indonesia’s troubles with 
the International Monetary 
Fund, which has delayed 
release of $3bn in stand-by 
credits because it is impa- 
tient at the pace of reforms. 

■ OTHER CURRENCIES 

Mar 9 £ S 

Cart *55.727? ■ 55J23SS44B10 - 34X890 
tttapy 343410 ■ 344 .102 710-140 ■ 210.190 
ton 491130 - 490JL30 3000JD - 300040 
Knott 05000 -03005 0 30GB ■ 03057 
Pent 45745 - 45639 27860 - 24000 
Mud 5.7007 - 5J135 3.4860 - 3.4000 
Buna 94238 - 94347 B46S5 • 64685 
DAE 04082 -00131 10729 - 34730 


President Suharto has 
recently appointed several 
well-known non-reformers. 
The currency also suffered 
from the report in the Finan- 
cial Times last week that 
Indonesia’s usable foreign 
exchange reserves are about 
$I0bn, which is $$bn less 
than bad previously been 
thought 

Preventing the rupiah 
from felling , however, is talk 
that Indonesia still wants to 
fix it at about Rp5,0Q0 to the 
dollar. Bank Indonesia gave 
this belief new vigour yester- 
day when it raised short 
term interest rates of central 
bank papers. The currency, 
which had initially plunged 
to Rpl2j500 against the dol- 
lar, recovered to about 
Rpl0,800. only marginally 
below Friday’s levels. 

Desmond Laduaaa, head 
of emerging markets 
research at Salomon Smith 
Barney in New York, said: ‘T 
would expect Indonesia to 
introduce some sort of 
exchange controls.’* 
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OPERATING INCOME GROWTH ACCELERATES: + 18.0% 
DIVIDENDS INCREASED 
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Air Liqidde bdd its board 
meeting on March 4 1998, 
under the chairmanship of 
Mr. Alain |oly. The Group’s 
1997 financial accounts were 
reviewed. 

1997 was marked by 
acceleration in sales and 
earnings growth, and the 
continuation of commercial 
successes. 1997 has confirmed 
the Group’s strategic 
orientations and actions. 
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Sales 3^ 

Operating income * 

Earnings before taxes ‘ 
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Cashflow i 

Consolidated sales of the 
Air Uquide Group in 1997 grew 
11.6 %, reflecting the development 
of the industrial and medical gas 
business, which was strengthened 
as new contracts won by the 
Group in 1995 and 1996 came 
into effect Steady growth was 
sustained in North America 
and Asia. Business picked up 
in Europe toward the end of 
the year. Foreign exchange 
bad a positive impact of 4J3 %. 

Operating income increased 
very sharply (+18.0%), due to 
the improvement in productivity 
obtained by stepping up the pace 
of the efficiency programs already 
underway, and the increase in 
sales. The ratio of operating 
income over sales increased from 
12.7% in 1996, to 13.4% in 1997. 

Net Mrnmpi after minority 
interests and taxes, totaled 
3,090 million francs, as compared 
to FRF 2,773 million in 1996. 
representing growth of 11.4% 

(or +7.9% after correcting for 
foreign exchange impact). This 
result includes the effect of the 
temporary increase in ordinary 
and deferred taxes resulting from 
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new fiscal measures in France. 

WHtaoiit this increase in taxes, 
growth in net earnings would have 
been 140%. 

The monetary adjustments 
in Southeast Asia since July had 
no effect on the Group's results. 

L'Air Uquide SlA. posted 
earnings of FRF 1,665 million, 
as compared to FRF 1,565 milli on 
the previous year. 

Dividend 

The Annual Meeting of 


May 14 1998 at 35)0 pjnL, at the 
Palais des Congrfes, Porte Maillot 
in Paris. Hm board trifl propose 
to increase the dividend by 114%, 
to 1540 Cranes, or 23.40 francs with 
the dividend tax credit Dividend 
distribution will increase from 
FRF 1440 million to FRF 1J266 
milliaQ. The dividend will be 
payable on May 28, 1998. 

The financial analysts and 
journalists information meeting 
will be held on March 31, 1998 
in Paris. Shareholder meetings 
will also be held on June 8 in 
Cannes. June 15 in Lyon and 
June 29 in Lillf 
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Worldwide specialist of industrial and medkal gases. AIR UQUIDE provides oxygen, nitrogen, 
hydrogen aruimmy other gasa to ihcwhok industry and u> the hetMttt sector. Combining new 
technologies and services, AIR UQ UIDE invena gas solutions which improve the performance of 
its customers and help protect the environment. AIR UQUIDE Has over 27 000 employees m mom 
than 60 countries 74% of in sales are outside of France. 
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COMMODITIES & AGRICULTURE 


Bears send 
crude oil 
prices reeling 


MARKETS REPORT 

By Robert Corzine 
and Gary Mead 

The bearish sentiment in 
world oil markets was 
reinforced yesterday as 
growing evidence of over- 
supply and pessimistic state- 
ments from Saudi Arabia 
sent crude prices reeling. 

The Brent Blend oil 
futures contract Tor April 
delivery was quoted at $13.02 
a barrel in late trading on 
London's International 
Petroleum Exchange. 57 
cents off Friday’s close. 

The slide in crude prices 
also hit refined products. 
The IPE's gas oil contract 
closed at a nine-year low of 
S12L25 a tonne, $4.75 below 
Friday’s close. 

Ali Naimi, Saudi oil minis- 
ter, warned on Sunday that 
the Kingdom would not 
stand by and watch its mar- 
kets being snatched by other 
Opec producers cheating on 
quotas. He also said 
attempts to stabilise oil mar- 
kets were hung undermined 
by over-producers. 

Although traders had dis- 
counted the likelihood of an 
emergency Opec meeting 
next week, the Saudi state- 
ment seemed to dash any 
lingering hopes that some 
Opec action, however lim- 
ited, might be in the offing. 

Cocoa futures slumped on 
the London International 
Financial Futures Exchange 
yesterday, the benchmark 
May contract closing £20 
lower at £1,060 a tonne. 

The fall followed the latest 
estimate from the Interna- 
tional Cocoa Organisation 
(TCCOj that the all-important 
Ivory Coast will produce a 
record crop in 1998-99 of 
more than 1.2m tonnes: the 
current record, of 1.2m 
tonnes, was set in 1995-96. 

The ICCO estimates that 
in 1997-98. Ivory Coast will 


produce 1.15m tonnes, and 
that by 2000-01 world cocoa 
production will exceed 3m 
tonnes, against 2.7m in the 
current season. It forecasts a 
rise in the ratio of stocks to 
grindings - currently at 42£ 

03 price 

Brant Blend 2-monOi (onward 
per barret) 

22 
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per cent - to 44.6 per cent in 
2001-02 before fallin g back to 
35.5 per cent In 2003-04. 

Elsewhere on Liffe, the 
May contract for coffee 
closed $35 higher at $1,665 a 
tonne, though volumes were 
relatively low, with just 5,465 
lots traded. Brazil exported 
17 per cent less coffee in Feb- 
ruary than in the same 
month last year, according 
to Febec. the Brazilian Fed- 
eration of Coffee Exporters. 

The declining trend is 
expected to continue in 
March: Febec forecasts that 
coffee exports revenue in 
March will be $146m, against 
$285 .52m for March 1997. 

On the London Metal 
Exchange, trading was 
described as rather slow*. 
Three-month copper was ini- 
tially trading up to $1,787 a 
tonne, but it failed to sustain 
the rise and sank back to 
close at $1,775, $i lower than 
last Friday's final price. 

Aluminium edged up $4 to 
close at $1,443 a tonne, while 
nickel dropped $80, to close 
at $5,450 a tonne. 


CHAIRMAN SAYS MOTOR VEHICLE INDUSTRY WILL HELP GLOBAL PRIMARY ALUMI N I U M DE M AN D RISE 3% A YEAR 



Pechiney to restart idle capacity 


By Gaiy Mead 


Global demand for primary 
aluminium is set to grow by 
an average 3 per cent a year, 
mainly driven by growing 
consumption in the motor 
vehicle industry, according 

to Jean-Pi erre Rodier, chair- 
man and chief executive of 
Pechiney. the France-based 
aluminium and packaging 
company. 

Speaking to the Financial 
Times yesterday, Mr Rodier 
said Pechjney’s aluminium 
refining would resume 
almost full capacity by the 
end of this year. Pechiney 
has moth-balled production 
capacity of about 80.000 
tonnes a year. 

Bernard Legrand. head of 
the aluminium division, said 
inventories were on a down- 
ward trend, with current lev- 
els enough for same SO days’ 
consumption. A year ago, 
Pechiney estimated invento- 
ries at about 60 days of 
demand, which Mr Legrand 
then described as high. 

Mr Legrand added that 
global al uminium consump- 
tion currently stands at 
about 20m tonnes annually, 
and that idle capacity is 
about 800,000 tonnes. 

“We see no room for a 
large drop in al umin ium 


prices in the months to 
come, and we expect most 
idle capacity to come back 
on-stream by 1999." said Mr 
Legrand. 

Pechiney anticipates slow 
growth in US demand for 
aluminium for use in bever- 
age cans of slightly above 1 
per cent this year - the Alu- 
minium Association has just 
estimated' the US recycling 

rate Of al uminium raws to be 
66.5 per cent in 1997. Up 3 
percentage points on 1996. 

Instead, the company 
expects the strongest 
demand for aluminium to 
come from the motor vehicle 
sector, driven by a desire to 
reduce the average weight of 
vehicles and to lower fuel 
consumption. 

The potential for most 
growth comes from Europe, 
which is expected to grow by 
about 4.8 per cent, within 
which southern European 
growth could be more than 
10 per cent, while east Euro- 
pean demand could rise by 
more than 20 per cent 

Mr Legrand said Pechiney 
would double sales to the 
European motor vehicle sec- 
tor by 2005 from about lm 
tonnes of aluminium a year 
currently. 

“While the average vehicle 
has about BOkg of alumin- 


Jean~Piem> Rodton considering several new investments in aluminium production Picture: Sinead Lynch 


ium, this will increase to 
120kg. Though aluminium 
will never replace all the 
steel in a car, some models 
now have aluminium panels 
and other rolled parts," 
added Mr Legrand. 


Mr Rodier added that the 
company anticipates 
increased demand for alu- 
minium from rail and ship- 
ping transport. 

He said Pechiney is cur- 
rently considering several 


new investments in alumin- 
ium production in India, 
Mozambique, and Venezuela. 
"Pechiney plans to be a 
shareholder from time to 
time in world class 
operations," he said. 


Aquarius takes fresh look at platinum 


By Kenneth Gooding in Perth 

An Australian company is 
invading South Africa's plat- 
inum mining industry right 
under the noses of the 
groups that dominate world 
production of the metal 
Perth-based Aquarius Plat- 
inum expects to start pro- 
duction in 1999 at an annual 
rate of 100,000 troy ounces of 
platinum, 50,000 ounces of 
palladium and 15,000 ounces 
of rhodium for at least 14 
years. This will add a mod- 
est 3 per cent to South 
Africa’s present output 
However. Aquarius's 
Kroondal mine wiD he one of 
the world's lowest-cost pro- 


ducers because it is taking a 
radical approach to the way 
platinum will be mined. 

Small-scale underground 
raining of the Merensky Reef 
is usually prohibitively 
expensive. In most platinum 
mines the ore is in a narrow 
seam and miners have 
worked in restricted condi- 
tions so that as little 
waste as possible has to be 
brought to the surface with 
the ore. 

Aquarius will use a “wide 
reef* concept, digging tun- 
nels big enough for mechani- 
cal equipment and for min- 
ers to stand up straight. 
Waste will be separated by a 
gravity system on the sur- 


face before the ore goes to 
the mill for grinding. 

Mr Tuite says the com- 
pany will be able to produce 
platinum at the equivalent 
to a cash cost of US$190 an 
ounce, once by-product cred- 
its are taken into account - 
about half the cost reported 
by some big competitors. 

However, Aquarius will 
produce only a concentrate, 
an intermediate material 
containing platinum group 
metals, because it has 
decided ag&lnst building its 
own smelter. 

The project is the brain- 
child of Aquarius directors 
Ed Nealon and Mike Tuite. 
two geologists who worked 


together for CRA, now part 
of Rio Unto, the world's big- 
gest mining group, in West- 
ern Australia. 

Aquarius hopes to cover 
costs by raising US$50m- 
US$55m from institutions In 
Europe, North America and 
South Africa, and listing its 
wholly-owned Kroondal Plat- 
inum unit on the Johannes- 
burg stock exchange by 
June. HSBC Simpson McKie 
is corporate adviser and lead 
manager For the listing. 

The company has spent 
about US$l6.5m since 1995 
on property acquisitions and 
exploration. It has put 
together properties contain- 
ing an uninterrupted 6km 


deposit on South Africa's 
Bushveld Complex in the 
Transvaal, 120km north-west 
of Johannesburg, where the 
Merensky Reef has been 
mined for platinum group 
metals since the 1920s. 
About one-third of South 
Africa’s 3.4m ounces of 
annual platinum output 
comes from the Merensky. 

An independent feasibility 
study completed in June 
described the project as 
“robust." It suggested 
US$52.6m would be needed, 
including $2.7m of working 
capital. There would be an 
internal rate of return above 
30 per cent and an immedi- 
ate positive cash-flow. 


Indian 
rubber at 
lowest for 
four years 


By Konal Bose to Cateito 

India’s natural rabbet prices 
are at a four-year low as 
world demand has fallen and 
Stocks held by govern^* 
agencies and farmers have 
dimbed to more than 170,000 
tonnes, enough to sattsfr 
industry processing n*iure- 
meats for three and a half 

^Tbe 5 Indian benchmark 
grade RSS-4 has slumped 
from Rs32 a kg to December 

1997 to RS26 at the end of 
i. re Jnvr- cam trie 


“The user industries 
always complained about the 
higher prices they had to 
pay for locally grown rubber 
But the sharp price fall 
caused by a major slowdown 
in world consumption of rub- 
ber has caused a great 
amount of rural discontent 
in the rubber growing Indian 
states," said a trade official. 

According to the Rubber 
Board, the government 


agency. Indian rubber pro- 
duction in 1997-96 will rise 
41.000 tonnes to 590.000 
tonnes. But consumption 
will grow only 17,000 tonnes 
to 578,000 tonnes, as the 
automotive tyre industry, 
the world's single biggest 
consumer of rubber, is hit by 


recession. 

The board feels that the 
minim um price for rubber 
should be Rs40 a kg. How- 
ever. at this price, fanners 
would still incur a loss of 


about Rs4-Rs5 a tonne. 

The board intends to 
impress upon the India's 
new federal government - to 
be formed this week - that 
rubber prices need to be 
shored up. mainly through 
market intervention by pro- 
curement agencies. It will 
also ask the government to 
release funds to underwrite 
the loss on rubber exports. 
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about border flower (8> 
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TO 
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LONDON STOCK EXCHANGE 


FTSE SmaUCap index breaches the 2,500 level 


FTSE AB-Shsre index 

7800 


Faulty shares 

Snwsr by lm g 


MAfiKET REPORT commenced in New 

By Steve Thompson, Sustained by the perfor- 

IK Stock Market Editor mance of Wall Street, the 

- * FTSE 100 index gathered 

London's equity market was itself after a difficult morn- 
gripped by uncertainty for ing and early afternoon to 
much of yesterday, with finish the day 36 higher at 
share prices swinging errati- 5,818.0. only 31.1 below its 
cally throughout a session of previous intra-day peak, 
generally low turnover, reached on Tuesday last 
before embarking on a late week, and within 2 points of 
rally. the previous closing record 

In the afternoon. Wall of 5£20.6 on March 2. 

Street delivered another The early uncertainty was 
strong performance, shrug- mostly focused on the mar- 
ging aside the impact of the ket leaders, which had diffi- 
Compaq warning and racing culty in establishing a defi- 
up more than 50 points to a nlte trend. There were no 
new record shortly after such problems, however. 


with the FTSE 250 and FTSE 
SmallCap indices which 
extended their recent win- 
ning run. 

The latter capped another 
splendid showing by hitting 
intra-day and closing records 
and the 250 index, although 
some way off its peaks, man- 
aged to stay in positive terri- 
tory all day. 

Front-line stocks were 
hampered for much of the 
morning session by worries 
that the Compaq warning 
would drag down Wall Street 
at the opening. 

Compaq's announcement 
that its first-quarter earn- 
ings would be much worse 


than market expectations 
came after Wall Street closed 
on Friday. 

The return of confidence 
in the London market on Fri- 
day, when the FTSE 100 ral- 
lied 87.3, having fallen 
heavily in midweek, arrive- 
dafter Wall Street had dem- 
onstrated its resilience in 
the face of warnings from 
Intel and Motorola, eventu- 
ally closing the US session 
with a 125-point gain. 1 

The FTSE 250 closed a net 
7.3 ahead at 5JJ57.9, com- 
pared with its previous clos- 
ing high of 5,281.4 and its 
intra-day record of 5,289.5. 
The FTSE SmallCap index 


pushed through the 2.500 
level and finished at a ch»s 
ing and intra-dav peak of 
2,501.4. 

The latest survey of UK 
fund managers, earned out 
for Merrill Lynch by Callup, 
confirmed fund managers 
had been strong buyers of 
FTSE 250 stocks, with the 
balance of managers prefer- 
ring 250 stocks more than 
doubling in March to 38 per- 
centage points from 15 
points in the previous 
month. 

Sentiment in London was 
restrained during the morn- 
ing by a set of downbeat eco- 
nomic statistics, indicating 


the problems affecting the 
UK manufacturing sector 
Industrial production and 
manufacturing output fig- 
ures catne in weaker than 
the consensus forecast. 

A long list nr corporate 
news items generally pleased 
the market, with British 
Energy leading the FTSE ton 

park after a positive trading 
update. Pearson, the media 
group, also captured the 
limelight, after a substantial 
upgrading by Deutsche Mor- 
gan Grenfell. 

Turnover at 6pm was 
713. im shores, of which 56 
per rent was in non-Footslc 
stocks. 
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Reed hit 
by deal 
debacle 

ESmiEr 5HFZ. sss Sr. 


cial Times and which is 
often compared with Reed, 
reached a new peak. 

Deutsche Morgan Grenfell 
raised its recommendation 
on the stock to “overweight’’ 
and published a 1999 price 
target of £11.30. Analyst Tom 
Hall said the target “could 
prove conservative In the 
event of further disposals or 


By Peter John and Joel Kftazo 

Reed International took the 
market's wooden spoon yes- 
terday following a surprise 
announcement that its 
merger with Wolters Kluwer 
was oft. 

The rumour was around 
late last week when media 
analysts say it was strongly 
denied by the company. 

But yesterday. an 
announcement that the deal 
had foundered because of 
regulatory problems 
prompted Reed shares to 
tumble 57 or more than 8 per 
cent to 620p with turnover of 
almost 10m shares. 

Neil Blackley of Merrill 
Lynch said the collapse of 
the deal would wipe out all 
the synergies factored into 
forecasts and cut into earn- 
ings estimates for next year. 

But Panmure Gordon 
argued that Reed traded on 
20 times earnings before the 
Kluwer deal was mooted and 
there was no reason why it 
should not be on the same 
rating afterwards. That 
would put the shares back at 
646p argues Panmure. 

Reed's misfortune was 
Pearson's gain. There was no 
suggestion that investors 
were switching holdings but 
Pearson, the media conglom- 
erate which owns the Finan- 


There have been strong 
rumours that Pearson will 
buy Simon & Schuster, the 
US publisher. 

The oil majors reacted 
against the bullish tone else- 
where In the market as the 
underlying oil price lan- 
guished at a four-year low 


and SG Securities cut its 
earnings forecasts. 

BP. the stock most heavily 
exposed to oil prices, slipped 
17% to 838p. SG Securities, 
which recently took its oil 
price forecast down to $15 a 
barrel, has lopped almost 
£400m off its current full- 
year earnings forecast to 
take it down to £2.4bn. 

The broker has taken a 
more benign view on Shell 
Transport because of the 
cushion provided by r efining 
and marketing. It has 
reduced its current-year esti- 
mate by £i00m to just under 
£5bn. Shell shed 6% to 
428Vip. 

In telecoms, renewed take- 
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Meeting of the Board of Directors, March 5, 1998 


CIC 


Union Europeenne de CIC 






CIC Group il 

Another year Vv^-v-r^ 
Of earnings groipth i 

GROSS OPERATING INCOME 

FRF 4.5 Bft, + .122% 

Group net income ■ • 

FRF 1,123 Mn, + 32*5% 


Change in Group net income 
(excluding minority shareholders) 


in FRF million 


1.123 


EZS 
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1995 


847 

m 
t 1 

• I 


1996 



1997 


Change hi earnings before income tax 
and reserve for general bankings risks 


in FRF million 


CIC Group 1997 consolidated results 

COMMERCIAL DYNASBSM CONFIRMED 

The Group improved ils performance across all its businesses and continued lo gain 
market share in 1997: 

• Aggregate loans outstanding grew fij percent, with lending lo individuals rising 
1 1.1 percent and loans to businesses and self-employed professionals up S-* percent 

• Deposits grar by 9.6 percent, thanks to a Uj2 percent rise in special term savings 
deposits. 

• Funds under management expanded by U2 percent. 

■ Commissions and fee income rose 1 5 percent, thanks to growth in bank operating 
commissions and Tees on financial transactions. Commissions and fee income now 
account for 37 percent of net banking income. 

Steady, s/gmucant earnwcs growth 

• Net banking income op 3.6 percent to FRF 17.7 Bn. 

■ Operating costs well under control, rising 0-9 percent lo FRF 13J Bn. 

• Gross operating income shoics farther steady growth, rising 12 2 percent to 
FRF 4.5 Bn. 

■ Loan loss provisions op 16.5 percent to FRF 2.7 Bn. further improving doubtful 
loans cover to 63o percent 

• Ordinary income before tax and reserve for general banking risks rises 
sharply, up 21.3 percent to FRF 2.15 Bn. 

• Group net Income (before minority shareholders f up 32.3 percent to FRF 1.123 Mn. 

Group key ratios improve sksnokantey 

• CIC Group ROE: 8 percent, versus 6.3 perreni at December 31. 1996. 

• Cost/income ratio: 74.6 percent versus 76.7 percent. 

PftOSPECTS FOR DEVELOPMENT AND EARNINGS GROWTH 

The Chairman. Philippe Ponte!, commented on CIC Group's tvsull* as fallow v 
“The growth in consolidated income was in line with the Group's targets. This was 
achieved despite a specific provisioning effort on one of our regionul ban/is and n n 
Asian risks, and despite inclusion in the JWJ financial sialcmnUs ifthr rmphyrrs’ 
contribution in the rights issue reserved for employers. 

The cohesion and commitment of their employees prrnide a solid basis from which CIC 
Group and its regional banks and specialized subsidiaries, eon pursue their growth. 
The /oos budget apprnred by the Board qf Directors in February fnrr casts farther 
earnings growth. 

CIC Group confidently await* the decisions concerning its impending priru/izatbm, 
haring made every tjfan to create the conditinnsfiir the success of this operation. Gam 
the qualify qf those bidding to acquire a majority qf its capital, the reconfiguration of Us 
sfuutotrnenhip cannot fail to m^ftwrr Us inherent strength and commrraal rigor* 
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over talk was said to be 
behind the advance seen in 
Colt Telecom. The shares 
jumped 42% to £13.77%. 

Mobile phones group 
Orange firmed a penny to 
333p. A recommendation 
from Nat West Markets for 
investors to "add” to hold- 
ings was tempered by same 
caution. In a note to clients, 
analysts at the securities 
house said: “The recent re- 
rating has left the share 
price ahead of our current 
fair value by 11 per cent. 
While this is partially justi- 
fied given an upturn in UK 
subscriber growth, new ini- 
tiatives will be required if 
the shares are to make fur- 
ther gains. With uncertainty 
over the British Aerospace 
stake, we recommend cau- 
tion." 

Norwich Union slipped in 
early trading on the news 
that Halifax was interested 

in buying Birmingham Mid- 

shires building society. Nor- 
wich has been seen as a 
takeover target for Halifax 
for some time and the Mid- 
shires news sucked up some 
of the takeover premium. 
However. Norwich Union's 
exposure to a resilient mar- 
ket ensured that it shrugged 
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J 7700 

l_ 2600 

2300 


Dec Jan 


1990 MV 


off thp doubters and closed 
17 up at 515p. Norwich 
releases figures today. 

WPP gained 16V* to 3l4p 
with help from Panmure 
Gordon. The broker featured 
the world’s largest market 
ing services company as one 
of its key “buy" recommen- 
dations in an overview of the 
media sector. 

British Energy fizzed 
higher following a very bull- 
ish statement from the com- 
pany. 

A pool price that was 3 per 
cent higher than expected 
and confidence about Us con- 
tractus 1 position prompted 
the company to predict prof- 
its for the year to March of 
at least £Z60m. That com- 
pares with a consensus fore- 
cast of £!25m and a profit 
last year of only £61m. The 
shares ended the day up 23 
at 454 p. 

Steel softens 

British Steel moved 
against the market trend 
closing 1% lighter at I5l’/»p 
as adverse comment in the 
trade press weakened senti- 
ment A report suggested the 
Asian financial crisis had 
started having an impact on 
European steel exports 
which dealers believe will 
have an impact on the UK 
group. 

The company is due to 
host an analysts' trip to its 
Teeside works at the end of 
this month. Many analysts 
expect a gloomy trading 
update during the visit. 

Hopes that the ceiling on 


overseas investors in Rolls 
Royce will soon be lifted 
helped boost shares in the 
aero-engine maker. 

The limit is currently 29.5 
per cent and market special- 
ists believe lifting the ceiling 
would trigger a buying spree 
in the stock particularly 
from US investors. Tbe 
shares yesterday gained G’-i 
to 2~.Jp. in trade of 8.1m. 

IM1 closed 9 ahead at 
458%p after it reported full 
year figures just ahead of 
market expectations. How- 
ever. several dealers expect 
the stock to come in for a 
bout of profit-taking follow- 
ing the recent strength of 
the shares. 

Buying ahead of today’s 
figures made Williams one 
of the best-performing stocks 
in the FTSE 100. 

The shares rose 20 to 388p 
with additional buying 
encouraged by weekend 
press reports suggesting tbe 
group is planning to sell its 
home improvements divi- 
sion. 

Analysts are predicting 
1997 profits of between 
£270m and £288m before an 
exceptional charge of around 
£35tn for reorganisation 
costs at the company's 
Chubb security operation. 

Close Brothers, one of the 
UK's few remaining mer- 
chant banks, put on a siz- 
zling performance, the 
shares racing up 45 to an 
all-time high of 726%p. after 
exceptionally well-received 
interim figures. 

General investment buy- 
ing made industrials group 
BTR the best performer in 
the Footsie. The shares 
appreciated 20 to 210p. 

Turnover in Tarmac shot 
up to 3lm shares, represent- 
ing almost 5 per cent of the 
overall market total; the 
stock price closed 3% off at 
I01%p. 

Profits-taking after interim 
results from building materi- 
als group Polypipe left the 
shares 8% off at 177p, the 
worst performer In the FTSE 
250. 
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~~ T i». ji • a EMERGING MARKETS. 

Hi-tech sector warnmgs make little impact Return i n g to 


WORLD 0VBW1EW 


Tbe latest profit warning 
freon a US technology' com- 
pany failed to make much of 
a dent in world markets yes- 
terday. writes Philip Coggan, 
Compaq's Friday night 
statement followed hard on 
the heels of warnings from 
Intel and Motorola, but the 
bulls refused to lose heart 
An initial fall on Wall 
Street was quickly reversed 
yesterday - although the 
technology-rich Nasdaq 
index was depressed for the 
morning session. Investors 
seem convinced the earnings 
problems can be largely con- 
fined to this sector. 


European markets ended 
the day solidly higher with 
Amsterdam, Brussels. Frank- 
furt, Madrid, Milan and Paris 
setting all-time highs: 

"At the moment, there's a 
lot of loose money around 
the world and quite often it 
finds its way into equity 
markets," said John Hodson 
of fund managers Taube 
Hodson Stones & Partners. 

Indonesia continued to try 
the patience of investors 
after weekend statements 
from President Suharto 
which appeared to indicate 
the country would not imple- 
ment IMF reforms. The lat- 
est $3bn tranche of aid from 
the IMF has been delayed. 


Indonesian equities 
JalcKta'CompoGfe tratawfl 



All Alatas, foreign minis- 
ter. made more conciliatory 
statements yesterday, but 
with the government's inten- 
tions confused, civil unrest 
growing and the financial 


position perilous, both the 
stock market and the cur- 
rency came under further 
pressure. 

“Despite the recent eupho- 
ria in emerged equity mar- 


kets, we believe that the 
global economic fall-out 
from the Asian crisis has 
only just begun," says Geoff 
Dennis, global emerging 
equity market strategist at 
Deutsche Morgan Grenfell. 

"We expect Asian curren- 
cies to retest their lows later 
this year, with equity mar- 
kets also trading off again. 

“By the second half of 
1998, the emerging markets 
should be laced with, in the- 
ory. the best of all worlds - 
a capped US equity market 
and falling global interest 
rates," said Mr Dennis. 

Deutsche recommends 
investors be underweight 
Asia and overweight Latin 


America and the EMEA 
(Europe. Middle East and 
Africa! region. 

The latest Merrill Lynch/ 
Gallup survey of European 
fund managers found they 
were gradually becoming 
more confident about the 
Pacific basin markets. 

The balance of those 
expecting to increase their 
holdings in the region - 
minus those expecting to 
reduce it - was 13 percent- 
age points. 

The most favoured region 
was continental Europe and 
managers were, on balance, 
planning to reduce their 
exposure to non -European 
bonds and cash. 


face the tigers 


Dow ahead 
as technology 
fears fade 


Merger talk lifts Paris to peak 


EUROPE 


AMERICAS 


Wall Street moved ahead, 
tatriwg the Dow Jones Indus- 
trial Average above the 5,600 
points level at midsession, in 
spite of a weakened technol- 
ogy sector, writes John 
Labate in New York. 

Many analysts had expec- 
ted the market to trade 
sharply lower after last 
week's profits warnings from 
three computer groups, the 
last of them from Compaq. 

Shares in the company 
plunged more than 8 per 
cent by early afternoon or 
$2j| to $25% as Goldman 
Sachs and CS First Boston 
scaled back their 1998 earn- 
ings estimates. 

But elsewhere a series of 
acquisitions helped to boost 
shares. By early afternoon 
the Dow had overcome early 
weakness to post a gain of 
32.39 to 8,601.77. 

The broader Standard & 
Poor's 500 also climbed, 1.05 
to 1,056.74. 

“I think the markets have 
effectively moved beyond 
the first and second quarters 
of 1998 ‘and are looking far 
ahead," said Hugh Johnson, 
chief investment officer at 
First Albany. 

Several mergers helped to 
buoy the mood. In telecoms, 
LCl shot up 11 per cent to 
$38% after news that Qwest 
Communications would buy 
the company. Qwest shares 
were down $& at $36A. 

In the Dow, Alcoa gained 
$1& to $72$ after it said it 
would buy Alum ax. The 
news sent Alumax shares 
surging more than 28 per 


cent higher to $47ft. Wal- 
Mart, the leading retailer, 
rose $1% to $51%. 

Northrop Grumman 
plunged more than 13 per 
cent or $16% to $121 on con- 
cerns surrounding its 
planned merger with Lock- 
heed Martin. Lockheed's 
shares were off $3& to $111%. 

Compaq's warning 
prompted selling among 
coniputer-related shares. 
Dell Computer fen 5 per cent 
to $65$ while Digital Equip- 
ment lost $2% to $49$. 

The Nasdaq composite 
index, which is weighted in 
technology shares, was down 
11.16 or 0.6 per cent to 
L 742.33. 

Among software compa- 
nies, Sun Microsystems slid 
$2% to $40%. Other tech 
shares climbed sharply in 
the morning session, Includ- 
ing internet company Ama- 
zon, com, which jumped $6% 
to $83%. 

TORONTO continued to 
gain ground with takeover 
talk sparking steady buying. 
The 300 composite index was 
up 39.69 at 7,225.30 at noon. 

A vector jumped C$2.70 to 
C$33.65 following a C$3.5bn 
takeover bid from Bowater 
of the US while news of a 
$3.8bn US aluminium deal 
(between Alcoa and Alumax) 
sent Alcan Aluminium 
steeply ahead. The shares 
rose C$1.45 to C$46.70. 

Banks pushed higher. 
Royal Bank of Canada added 
35 cents to C$83 .25 and Bank 
of Montreal 60 cents to 
C$76.90. Among golds, Bar- 
rick improved 55 cents to 
C$2&20. 


Records continued to be 
overturned in PARIS where 
merger talk and earnings 
optimism helped push the 
CAC 40 Index 42.63 ahead to 

3,525.35. 

Trading suspensions for 
Gdn&rale des Eaux and 
Havas set the scene for a 
renewed round of merger 
speculation while Renault 
and Lafarge were active 
ahead of results statements 
later this week. 

Rhone -Poulenc added 
FFr10.10 to FFr289 with deal- 
ers citing the recent strength 
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Dutch steelmaker Hoogov- 
ens may buy a stake. 

ZURICH was mixed as 
profit-taking among some of 
the key blue chips pulled 
prices down into negative 
territory late in the session. 
The SMI index finished 9.7 
weaker at 7.187.5. 

UBS, however, surged 
SFr55 to SFr2,330 and Its 
merger partner . SBC, gained 
SFrID to SFr500 as Goldman 
Sachs put both shares on its 
European recommended list 
The VS Investment bank set 
end 1999 target prices of 
SFr626 for SBC and SEY2.905 
for UBS. 


Danone 

Share prfc»0¥r) 



Poll news boosts Sao Paulo 


SAO PAULO continued to 
push higher, using Friday’s 
strong close as a springboard 
for further gains in a m ant- 
ing of modest volumes. 

Dealers said political opti- 
mism bad begun to show 
through in investor senti- 
ment. The market surged 1.9 
per cent on Friday after the 
PMDB party threw its 
weight behind the presiden- 
tial re-election bid of 
the incumbent Fernando- 
Henrique Cardoso. 

Among index heavy- 
weights, Telebris gained 0.7 
per cent to RS45.20 and 
Petrobrfts 2.1 per cent to 


R$263. At midsession, the 


of the German chemicals 
sector for the bounce. Elf 
Aquitaine rose FFrll to 
FFr715,. shrugging off oil 
price worries following an 
upgrade to “outperform" at 
Lehman Brothers. 

Renault gained FFr2430 to 
FFr213 and Lafarge FFr7.50 
to FFr486. But the day's per- 
formance charts were fed by 
foods leader Danone which 
jumped FFr60 or 4J9 per cent 
to FFtl.288. 

Alcatel Alsthom rose 
FFr23 to FFr837 following a 
press report suggesting that 
General Electric of the UK 
planned to acquired Sie- 
mens' 40 per cent stake in 
the two groups’ GPT tele- 
coms joint venture. 

Canal Plus came off FFr57 
to FFr 1,320 after disappoint- 
ing results and in spite of 


Bo vespa index was up 119 at the general excitement gen- 


11,278. 

MEXICO CITY lost ground 
with the IPC index off 10.36 
at 4,845.39 at midsession. 
Dealers said the market had 
turned easier on inflation 
concerns. 

BUENOS AIRES traded 
lower in thin volumes with a 
notable absence of foreign 
investors. The Merval index 
fell 3£1 or 0.57 per cent to 
663.15. 

SANTIAGO was little 
changed at midsesstan. with 
the IPSA index 0.11 higher at 
10133. 


erated by the prospect of a 
link between Havas, which 
owns 34 per cent of Canal 
Plus, a nd Gto &rale des Eaux. 

FRANKFURT rallied late 
in the day, sending the Xetra 
Dax index up 66.18 to a 
record 4,828.89. boosted by 
strong liquidity and the firm 
dollar. 

Chemicals and motor 
stocks were among the best 
performers. Bayer, the chem- 
icals and drugs group, rose 
DM3.89 to a best ever 
DM82.29 as the market 
awaited today's preliminary 


results for 1997. Degussa 
continued its ascent into 
uncharted territory. The 
shares climbed to an intra- 
day DM109.50 but edged back 
to close DM4.50 higher at 
DM10925. 

Veba, which last week said 
it would merge its chemicals 
division. Huels, with 
Degussa, was DM125 ahead 
at DM122.40. 

Daimler-Benz rose DM620 
at DM165.70 on reports that 
two-thirds of the planned 
1998 output of the group’s 
M-Class all-activity vehicle 
had already been sold. VW 
rose DM15 to DM1262 and 
BMW DM33 to DM1,906. 

Mannesman!! also contin- 
ued its recent strong run, 
with a rise of DM67 to 
DM1.252 attributed to a Mer- 
rill Lynch 12-month price 
targe t of D M1.500. 

AMSTERDAM comfortably 
absorbed a dramatic slide at 
publisher Elsevier to end 
10.16 higher at a record 
1.099.06 on the AEX Index. 

Financials were firm and 
there were strong gains at a 
number of index heavy- 
weights, notably Philips 
which rose FI 4.80 to 
FI 155.60. Fortis Amev gained 
FI 3.10 to FI 118.40 on the 
news of a $600m US health 
Insurance acquisition. 

Elsevier tumbled FI 3.10 or 
82 per cent to FI 34^0 on the 
shot* news that the merger 
between Reed-Elsevier and 
Wolters Kluwer bad been 
abandoned. Wolters Kluwer 
came off FI 3.90 at FI 3®.I0. 

Royal Dutch dipped FI 1.70 
to FI ill JO following a 
downgrade by Lehman 
Brothers. Hoogovens. linked 
over the weekend with a pos- 
sible merger with Cockerfll 
Sambre of Belgium, came off 
FI 140 at FI 102.70. 

MADRID probed record 
highs in spite of heavy prof- 
it-taking at Union Fenosa 
which tumbled Ptal70 or 7.6 
per cent to Pta2,065. The util- 
ity shot ahead following Fri- 
day’s news of a share buy- 


back. The general index 
ended 4.30 better at 805.68. 

MILAN maintained its 
record-setting run after the 
meeting of EU finance mlnis- 


Wrltten and edited by 
Michael Morgan, Jeffrey 
Brown, Emiko Terazono. 
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Emerging n^ket fund 
managers are faced with an 
Asian dilemma. Although 
global investors spent much 
of last year unwinding post’ 
tions in Asian equities, the 
fear of missing a recovery 
has put pressure on manag- 
ers to plough money back 
into the markets. 

Various asset allocation 
statistics have started to 
show net buying by US and 
European funds. “Our Uo 
and European clients have 
started to buy," says Law- 
rence Heyworth. head of 
emerging markets research 
at Robert Fleming. 

Matthew Merritt, emerging 
markets strategist at 1NU 
Barings, points out that, 
although the amount of 
funds flowing back into Asia 
has been modest, this has 
been enough to lift equity 
markets off their lows. 

Given the size of pension 
and insurance funds in the 
US and the very high cash 
positions they held at the 
end of 1997 - reportedly as 
high as 11 per cent of total 
portfolios - the scope for 
fund managers to re- allocate 
their funds may have some 
way to go, he says. 

But while funds have been 
moving back into Asian mar- 
kets. the improved liquidity 
position has not been sup- 
ported by economic funda- 
mentals and corporate 
health. Some analysts are 
bearish on the economic 
recovery of Asian countries, 
and fears of bankruptcies 
are still deeply rooted. 

“Our attitude has been: 


Asian equities 



ters in Brussels was reported orumi APRir A 0ur attI ™de has oeen. 

to have given an encourag- .. ‘Fine we’ll invest if you want 

mg response to Carlo Azeg- A downward nudge from the us to’,” says one UK man- 


lio Ciampi, treasury minis- 
ter, as he presented Itgaly’s 
budget and debt plans for 
the coming three years. The 
Mifatel index finished 32 3 
higher at 21.258. 

BRDSSBLS was swept 
along by merger speculation 
and a strong dollar and the 
Bel-20 index finished 24.91 
ahead at an all-time high of 
278827. 

Cockerill Sambre surged 
BFrl6 to BFr222 on talk that 


central bank for interest 
rates kept shares in Johan- 
nesburg pointing higher and 
the Ml share index ended up 
75.7 at 6.998.5. 

Financials were buoyed by 
the cut in money costs plus 
hopes for further mergers 
after last week’s Anglo 
American-RMB link. The 
sector rose 144.3 to 12,779.9. 
Industrials added si.5 to 
8^6L3 while golds improved 
5.4 to 750.9. 


us to’,” says one UK man- 
ager of an emerging markets 
fond. The limited number of 
suitable companies in which 
the funds can invest has led 
to a concentration of pur- 
chases in just a few, which 
has led to distorted valua- 
tions. 

The leading economic con- 
cern is inflation caused by 
higher imported costs, espe- 
cially in raw materials. Ris- 
ing unemployment and ris- 
ing prices could also lead to 


social unrest, thus increas- 
ing the political risk m 
investing in countries like 
Indonesia. One Issue which 
could weigh on equity prices 
in Asia is the refinancing of 
companies and the recapital- 
isation of the banking sys- 
tem. according to Mr Hey- 
worth at Fleming. 

However, Trevor Gree- 
tham. global strategist at 
Merrill Lynch, says a rapid 

deterioration of economic 
conditions could prompt a 
“policy panic" among Asian 
governments and lead to an 
easing Of economic policy. 
“This could create a 
V-shaped rebound in eco- 
nomic growth and equity 
prices." he says. 

Although western stock 
markets seem to be weather- 
ing the Asian financial cri- 
sis. recent profit warnings 
by large US high-technology 
groups, including Intel and 
Compaq, have shown the 
effects could be deeper than 
first expected. 

ING Barings expects a 
two-year impact on the 
global economy from the 
Asian crisis, with the effects 
being felt more keenly as the 
year progresses. 

In a report released earlier 
this month. Robert Fleming 
pointed out that the pain 
will be felt by western com- 
panies when Asian manufac- 
turers look to export theft- 
way out of trouble. 


EmJko Terazono 


EURO GAINS FOR THE CONSUMER 


Jakarta falls on IMF rift talk 


ASIA PACIFIC 


Rumours of a rift between 
the Indonesian government 
and the IMF sent the rupiah 
sharply lower and cut a 
swathe through equities in 
JAKARTA, in spite of offi- 
cial denials. 

At one stage the rupiah 
was trading at Rpl 2^00 to 
the dollar, dawn from Fri- 
day's RplO^OO close, forcing 
a steep rise for money mar- 
ket rates. Sentiment took a 
dive and the composite index 
fell 1&42 or 3 J2 per cent to 
495.81. Berilan Laju, the 
shipping group, was the 
most active stock, falling 
Rp225 to Rp2,000 on 30rn 
shares traded. 

Tobacco groups Gttdang 
Garam and Sampoerna 
crashed lower, not helped by 
talk of a rise for tobacco 
duties. The former lost 
RpVTOO or 13.4 per cent to 
Rpl0,950 and Sampoerna 
RpfiOO to Rp5,575. 

SEOUL dropped 3.5 per 
cent as Indonesia’s worsen- 
ing financial crisis . on top of 
reports that Moody's was 
considering cutting credit 
ratings for South Korea, 
depressed the market. 

The composite index lost 
18.27 to 507.71. 


225 Anng» foot} 





Brokers said sales by local 
institutions ware believed to 
have exceeded their stock 
purchases by Won28bn, 
while foreign net buying was 
estimated at only 
WonlMbn. 

Samsung Electronics and 
Korea Electric dropped 
Won5,000 to Won84,000 and 
WonSOO to Won 39,700, 
respectively as foreign inves- 
tors retreated. 

TOKYO fell below 17,000 
on the Nikkei 225 average 
with increasing scepticism 
over government plans for 
economic stimulus mea- 
sures, writes Bethtm Hutton 
in Tokyo. 


A leading politician said 
on Sunday that the ruling 
Liberal Democratic party 
was planning a package of 
stimulus measures worth 
YlODOObn. to be announced 
some time hi April. The 
package would Include pub- 
lic works and other projects, 
he said. 

His re mark s gave a slight 
boost to cOTjstructtoa-reJated 
shares, but the rest of the 
market seemed to want more 
detail and substance - par- 
tietdarty on tax cuts. 

The Nikkei 225 closed 
15944 lower at 1&97253, its 
low for the day. The best of 
the session was 17,352-35- 
The Topfx Index of all first- 
section stocks fen 11.14 to 
1£7&81. 

The construction sector 
inched up &09 per cent, and 
the glass and ceramics sec- 
tor 6.47 per cent, but all 
other sectors declined 

Construction companies 
were among the day's most 
heavily traded shares. Talsd 
gained Y7 to Y4M. Nakano 
Y35 to Y460, and Penta- 
Ocean Construction Y4 to 
Y3S5. but Abki dropped Y1 to 
YI15. 

Volume was down a little 
at about 400m shares, from 
film on Friday. FaHing 


shares outnumbered gainers 
by 691 to 405. In Osaka, the 
OSE fell back 100.81 to 
17,079.36 In moderate volume 
of 50m shares. 

WELLINGTON was bit by 
the weaker tone across Asia 
and technical adjustments as 
a raft of leading stocks went 
ex-dividend. The 40 capital 
Index ended 26.71 or 1.2 par 
cent lower at Z2AG.I&. 

SINGAPORE succumbed 

to currency worries, sliding 
82.49 or 2.1 per cent to 
1538.66 as local money mar- 
ket rates moved steeply 


Not only companies but coasnoieis 
as well will benefit from tbe single 
European currency. Tbe euro will 
pinpoint existing differences in the 
prices of consumer goods between 
the various EU countries and thus 
help to eliminate them. This will also 
be of advantage to consumers in 
Germany, a country where consumer 
prices are high. 

The convergence of tong-term interest 
rates in the EU is accompanied by a 
similar convergence of inflation rates. 
National price levels, on the other 
hand, are far from uniform. Bren in the 

angle European market 

there still exist considBr- 
abfs disparities between 
the prices of consumer |T 

goods and services in the jr 

various member countries no 

despite the removal of ^ 

tariffs and other trade too 

barriers. Germany will be 'is 

among the high-price *, 

countries in the European * 

Monetary Union. Among m £ 

the inaugural group of 
countries, only Austria 1 

(+. JL2 per cent) end 3 

Finland (+T2.B per cent) 

wrH have significantly higher prices. 
The price level in France, Belgium and 
Portugal is similar to that in Germany. 


on oil, tobacco and alcohol. But the 
impact of taxes should not be over- 
rated. Germany, a country where con- 
sumer prices are comparatively high, 
has currently the lowest VAT rate in foe 
EU 115 per cent), while countries such 
as Italy and Ireland, where consumer 
goods are cheaper than in Germany, 
have VAT rates of 20 and 21 per cent 
respectively. Similar discrepancies 
exist with regard fo excise duties. On 
foe other hand, companies in countries 
where turnover taxes are high tend to 
keep their prices low to attract 
customers. 


concerned. Despite market deregula- 
tion and harmonisation in foe single 
European market; these differences 
have largely been concealed from 
consumers. 


Consumer price Levels in the EU 


(Inter Btomr . Ml 


Singapore Prow fell 60 
Ceftts to SSUL90 as losers led 
galdara by nearly saves to 
one. Bright spots included 
Singapore Airlines, up 290 
cents at Sgn.io, and the 
banking sector. 

BOMBAY held on to sharp 

entity gains » investors built 
frekh positions in anticipa- 
tion of a rise in prices when 
a new government takes 
office this week. The BSE-30 
index row 9&6S to 38Q7.2L 

Analysts saM the market 
was now betting that the 
Hindu nationalist Bharatiya 
jatifda party would form the 
goveratoehL after its main 
rivals gave up efforts to put 
together a coalition. 


Spaiic EMU’s "bargain basamouf 

Ail other EMU candidates have Iowbt 
price levels. Spain will be EMU's 
“bargain basement"; Spanish con- 
sumer prices are, on average, 11J3 per 
cent below those in Germany. Prices in 
the Netherlands, Italy, Ireland and 
Luxembourg are more than 8 per cent 
lower. Denmark as a country that will 
not yet join EMU has the highest 
consumer prices. Danish prices are 
almost one-quarter (23.4 per cent) 
above foe prices in Germany and 
almost 40 par cant higher than those in 
Spain. In foe case of some products, 
foe gap is even wider: 

Differences in taxation are one of foe 
reasons forthe disparate national price 
levels. Danmark, for example, has foe 
highest value-added tex in the EU (25 
per cent) as well as stiff excise duties 


Price differences are also due to 
disparities in production costs, as far 
asfoe products are made locally. These 
disparities may result, for example, 
from diverging wage snd wage-related 
costs. Besides, producers tend to 
adapt their prices to the level of 
national income, which varies between 
foe countries, so as to ensure that local 
consumers can afford to buy their 
products. The heterogeneity of demand 
is probably an even more important 
factor: Differences in consumer 
preferences, eg for certain brands, 
domestic or imported products# have 
up to now allowed companies to 
differentiate prices. This ra a 
particularly common phenomenon in 
foe field of branded articles. 

Price differences between national 
markets, which reflect disparities in 
economic conditions and taxation, are 
considered quite normal. In foe EMU 
countries, however, they will shrink, at 
least as far as tradeable goods are 


Downward pressure on prices 
The multitude of exchange rates and 
their frequent ups and downs impair 
foe necessary price transparency. 
Once foe euro has been introduced, 
however; . prices will no longer be 
distorted by conversion (under foe 
present multi-currency regime in 
Europe, D-mark prices have to be 

multiplied by a factor of 

more than three to obtain 

foe price in French francs 

S and by a factor of roughly 

^ seven to get foe price in 

Austrian schillings). As a 
result, market transparen- 
cy wjlJ improve and it will 

W become easier to compare 

prices. 

Even foe disparate VAT 
rates will not perpetuate 
foe existing price differ- 
| ences. After ail, foe EU 

e adopted foe ‘country of 

origin principle" when the 
single European market was launched. 
According to this principle, goods 
bought abroad are subject to VAT at foe 
rata valid in the seller's country. When 
a retail price is bloated by an 
excessively high tax. this will give rise 
to arbitrage trading, an instrument that 
wll foen be available to marketers, and 
foe drop in tax revenue thus caused will 
feel tax competition- between the 
member states. 

Industrial producers will be anxious to 

° f art,itra 9 0 trading, 
mamlyln durable consumer goods, and 

h to of cheaper 

goods into higher-pnee markets. 
Growng competition in foe Elfs single 
nwrto! Will inevitably intensify X 
■townwert pressure on prices pj “ 

■ e * ^ >" «">P«ition, parte 
uiarty m the field of consume, gw™ 

Bewrisch* Lutfesbank 

Economic Resasrd, 
Brreniier Stt n . D4Q333 
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